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Dear Shareholders, Customers, and Employees:

7Ol was successful in reaching significant fiscal 2006

milestones. The Company:

* Posted record sales of $248.8 million, an increase
of 18% from fiscal 2005, as recent investments in new
producls began to pay off;

* Increased net income to $1 1.1 million, through
leveroging expense conirol;

* Grew international sales 16% to $56.5 million, as new
customers became comfortable choosing ZOLL; and

e Ended fiscal 2006 with no debt and $63.4 million
in cash, cash equivolents, and shorterm invesiments,
remaining one of the most financially strong companies in
our industry.

We reached these milestones thanks to cur unique
approach fo resuscitation. It is this approach that drives us to
broaden our portfolic and offer multiple preducts that help
customers improve resuscitotion efforts.

Continuing to add products, in November 2006,
we expanded our portfolio by launching the R Series™ for
the Hospital market. The R Series is the only Code-Ready™
defibrillator that simplifies and automaies every aspect
of being ready for a code. We believe we are poised
for growth in hospitals in the same way we were in
1998 when we launched the M Series® In April 2006,
we acquired the assets of Lifecor, Inc., a manufacturer
of wearable external defibrillators that decrease time
to defibrillation.

In fiscal 2006, we realized growth in the Pre-hospital
market, as evidenced by how quickly the E Series® and
AED Pro® gained customer acceptance. Since launching
the E Series, more than 360 customers worldwide have
deploved it. The AED Pro was selected by large agencies,
such as Boston EMS, Boston Fire Department, and East
of England Ambulance Service.

Orders for the AutoPulse® used in Hospital and
Pre-hospital markets, grew by 70% during fiscal 2006.
The AutoPulse is gaining acceplance throughout
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the world. In September 20006, Japan’s Ministry of Health,
labor and Welfare granted merketing approval for the
product. When sales in Japan begin, ZOLL will have an
opportunity to expand our presence in the world's second
largest market for medical devices.

A very positive development has been the renewed
focus on high-quality CPR in the newest American Heart
Association/European Resuscitation Council Guidelines.
These Guidelines amplify ZOWs focus on improving
circulation with the AutoPulse and Real CPR Help™
iechnology, which we are implementing across our
entire defibrillotor line.

Another posilive development has been our success
in the arec of resuscilation dota systems, where we are
the number-one provider to hospitals and EMS agencies.
Our solutions — RescueNet™ for EMS and CodeNet®
for hospitals — provide complefe, accurate, endHoend
resuscitation information. Diverse customers like Toronto EMS
and Saint Luke’s Regional Medical Center in Idaho see the
importance of integrating data collection and management
as part of their resuscitation efforts.

ZOLL remains successful, thonks to cusiomers who
envision a better fuure. Thank you tor believing in our
approach and for helping ZOUW deliver - today — what we
believe will be the resuscitation standards of tomorrow.

Sincerely,

SO K o

Richard A. Packer
Chairman and Chief Executive Officer
December 2006

ZOLL notes with regret the untimely passing of
William J. Mercer, who joined our Board of Directors in
May 2006. His fresh perspective and insight will be missed.
We wish to express our sympathies to his family.




ZOLL's Past Innovations Created Today’s Standards.

Today's Standards

ZOLl's Innovations

“Transculaneous pacing {TCP) is a Closs | intervention
for alf sympiomatic brodyeardias.”
- 2005 AHA Guidelines

"... design improvements during the early 1980,
especially in electrodes, brought renewed interest
in norrinvasive pacemaker technalogy. Integral
norvinvasive pacing capability is now available
with most defibrillator/menitors, either as a
standard feature or as an option.”

~ Emergency Core Research Institule’s
Health Devices, May-jure 1993

1984: Launches First Pacing Device

When the NTP*1000 was infroduced ot the American
Heart Association |AHA] meeting, cardiologists

stood five deep to learn aboul this breakthrough
technology. The NTP1000 was a noninvasive
temporary pacemoker based on the reseorch of

Paul M. Zoll, M.D., one of the Company’s founders.

In 1992, the AHA elevated non-invasive pacing o
the initial freatment of choice for certain serious
patient conditions.

ZOlL was the market leader for this technology at the
time and remains so foday.

“Never in the history of FMS has dota become such
a critical facter ... unfortunately, data at all levels
is typically inadequate even to describe EMS as a
profession ... data required to completely describe
an EMS event exist in separate disparate locations.”
- Nationa! Association of EMS Physicians,
January/February 2002

“The hospital collecis dato that measures the
performance of ... polentiolly high-risk processes ...
resuscilation and ils outcomes.”
- 20006 Hospital Accreditation Standards
by the joini Commission an Accreditation
of Healthcare Crganizations

1997: Launches RescueNet for EMS

RescuelNet is the only fully integrated data
management system thot gathers and centelizes
information, and links the entire pre-hospital chain of
events into a single EMS informaiicn system.

No other robusi, infegrated solution is availcble 1o
EMS agencies loday.

2004: Introduces CodeNet for Hospitals

2Ol expanded electronic documentation and data
management to hospitals with the first elecironic
system integrating hospital defibrillatortimeline data
with code event dala like never before. CodeNet
improves the ability to document, manage, and
interpret resuscitation information in o way that can
help improve processes. CodeNet also features

on interffoce 1o the AHA National Regisiry of
Cardiopulmenary Rasuscitasion INRCPR) database,
allowing hospilals to validate and submit
resuscilalion data for review.

“A CPR prompt device may be usehul in both

outobhospital and inhospital seflings (Class (b
- 2005 AHA Guidelines

*... audio feedback based on continuous cnline
automated evoluation dramctically improved CPR
performance within the first 3 minutes ... the

ideal would be 1o have identically configured aids

during both training and resuscitation attempts.”
- Journal of the American Medical
Association, 2005

2002: Introduces Real-Time CPR
Feedback in an AED

ZOLL recognized that only about half of all cardiac
arrest victims require o shock; nearly all of them
require highquality CPR. ZOLL has believed, since
2002, that no rescuer should use any defibrillator
that does not help with CPR performance.

ZOLL was first 1o infroduce reakime CPR feedback
in the AED Plus™ in 2002. ZOL! is adding this
proprigtary technology, known as Real CPR Help,
to its full line of defibrillatars - from the AED Pro
to the E Series, M Series, and R Series.




Meet the Standard

Today’s Challenge Envisioning Tomorrow's Standard

*A striking finding ... few victims of cardiac arrest

receive CPR and even fewer receive highquality CPR.”
- 2005 AHA Guidelines

*Methods should be developed 1o improve the quality
of CPR delivered at the scene of cardiac orrest by

healthcare providers and lay rescuers (Class lla).”
- 2005 AHA Guidelines

*Interruptions to chest compressions must be minimised.”
- 2005 European Resuscitotion
Council Guidelines

The AutoPulse, an automated CPR device with o
loaddistributing band, received o Class llb
recommendation in the 2005 AHA Guidelines.

Healthcare professionals who see the AutoPulse
in action say that it moves mare blood than they
con with manual CPR. leading EMS ogencies,
including Richmond Ambulance Authority and Las
Vegas Fire Rescue, have installed the AutoPulse
on their entire fleets.

The AutoPulse can help provide the kind of bleod
Hlow required in high-quality CPR that the 2005
AHA and ERC Guidelines recommend. ZOLL
beligves that, by 2010, the clinical data will be
compelling enough to move the AutoPulse toward

o standard of care. We believe mechanical devices
that automate chest compressions will become
commonplace in hospital and EMS agencies.




of the Future. Today.

Today’s Challenge

Envisioning Tomorrow’s Standard

“Failure to properly maintain the defibrillator or power
supply is responsible for the majority of reported
maltunctions. Checklisis are useful when designed to

identify and prevert such deficiencies.”
- 2005 AHA Guidelines

"Hospitals need a documented plon for maintaining
and replacing their defibrillator/monitor batteries. The
information gathered in a 1987 survay, conducted
by the Food ond Drug Adminiskation {FDA) ..
revealed that perhaps the biggest problem was the
kack of device readiness ..."

— Emergency Core Research Institute’s
Heolth Devices, Moy -June 1903
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For nexigeneration defibrillotars, there is a need
for a *CodeReady” stondard in the area of device
readiness. The R Series is the first defibrillator to
truly meet this benchmark, marking the first major
advance in selfHesting and maintenance in more
than a decade.

The R Series automatically monitors and tests its
complefe system — bateries, electronics, cables,
electiodes ~ to ensure the device is clways ready
for @ code.

It has an extensive and unmatched baiery support
system with a unique charger and software.

“An allernative solution, given the observation of
Soloman et al. that risk drops dramatically within six
months after acute myocardial infarction, might be to
provide noninvasive vest defibrillators ... to high-risk
patients for limited periods. ... The challenge going
forword s to translate these observations inlo cost
| effective preventive therapy.”

~ New England fournal of Medicine,
2005
|
|
]
|
|
|

The wearable defibrillater has the potential to help
patients at high risk of sudden cardiac death. Its
importance is just beginning fo be understood.

ln 2005, Medicare expanded reimbursement
coverage for the LifeVest® 10 include more patients
whao are at risk, but who are not covered for
implaniable cardioverterdefibrillaters (ICDs).

The LifeVest offers an opportunity o better protect
this highrrisk population in the short term, when they
are most vulnerable.
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Vol T <+ "PARTI
Except for historical information, the matters discussed in.this Annual Report on Form 10-K are forward-
looking statements’ that involve risks and uncertainties. The Company makes such forward-looking,statements
under the provision of the “Safe Harbor” section of the Private-Securities Litigation Reform Act of 1995, Actual
future resulis may vary- materially from those projected, . anticipated, or indicated in any forward-looking
statements as a result of certain risk factors. Readers should pay particular attention to the considerations

described in Part I, Item 1A of this report entitled “Risk Factors.” Readers should also carefully review the risk
factors described in the other documents that the Company files from time‘to’time with the Securities and
Exchange Commission. In this Annual Report on-Form 10-K, the words “anticipates,” “believes,” “expects,”
“intends,” “future,” “could,” and similar words or expressions (as well as other words or expressmns referencing
future events, conditions or circumstances) identify forward-looking statements, -,

R R T . x - T
Itém' 1. Business.
Overview

" #ZOLL Medical Corporation (ZOLL or the Company), a Massachusetts corporation’ incorporated -in 1980,
develops technologies and software that help cl1mc1ans emergency medical services (EMS) personnel a.nd lay
rescuers advance the practlce of resuscitation. - . .ot e oL .

.

. ! ro.

: ﬂ‘To understand resusc1tatton, itis 1mportant to first provide background informatlon about:
.* The anatomy of the heart; '
.* . Sudden cardiac arrest (SCA) and how rapid, life-saving interventions can help SCA patients;
‘s  The d1fferent arrhythmias that can lead to SCA; o i - T

‘s The issue of traumatic injury and its effects that can, also lead to SCA;

B

* Recent developments and new research in the areas of emergency cardmvascular care and the
performance of cardlopulmonary resuscntahon (CPR) and :

L

" ¢ A definition of the resusc1tat10n technology market
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iAnatamy of the Human Heart L ’ o

'IThe normal human heart has four chambers, and expands and contracts maore than 100,000 times each day.
The two smaller, upper chambers are the atria, and the two larger, lower chambers are the ventricles. The wails of
- the atria and the ventricles are made up of cardiac muscle, which contracts rhythmically when stimulated by an
electrical current. Normially, the heartbeat starts in' the" right atrium when a specialized group of cells sends an
electrical signal. This signal spreads through the atria and then moves to the ventricles. As a result, the atria
contract a fraction of a second before the ventricles. This exact pattem must be followed to‘ensure that'the heart
beais properly. This contractlon and relaxation of the'four chambers' pumpq blood to the lungs and the rest of the
body ' ’

. [
L N

Sudden Cardtac Arrest e I

Sudden cardiac death results from the sudden, abrupt loss or disruption of heart functton This abrupt loss of
function, also-known as sudden cardiac arrest (SCA), causes lack of blood flow to vital organs. SCA results in a
loss of blood pressure, pulse, and consciousness.. Most commonly, SCA is caused by an abnormal heart thythm
called ventricular fibrillation, which occurs when the heart beats too rapidly and/or chaotically, or not at all
(cardiac standstill from ‘other non-fibrillation dysrhythmtas such-as pu]seless electncal aCthHy)

Accordmg to the Ccnter for Disease Control and Preventlon, there are an esttmated 460, 000 deaths from
SCA!annually in the United States, and approximately 1,000 people die of SCA every day. SCA strikes without
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warning and can kill its victims within minutes; most victims have no prior symptoms. Many of these deaths are
from ventricular fibrillation. For SCA victims, time is the most critical element for survival. For every minute of
delay in the restoration of effective cardia¢ function provided by defibrillation—the process of delivering
electrical current to the heart to stop the fibrillation and permit the return of coordinated cardiac contractions—
survival decreases by as much as 10%. According to the Amierican Heart Association (AHA), more than 95% of
SCA v1cums in the 1J.8. die, in many cases because life-saving defibrillators arrive too late, if at all.

Yao
»

D:jferent Arrhythmws that Can Lead to SCA

Arrhythmias are abnormal rhythms of the heart caused by insufficient circulation of oxygenated blood,
drugswelectrical sshocks: micchanicaltinjuryi: disease; orfother-ucauses*kTheAthree4types»0f3___,ﬁ0r arrhythmlas are
ventricular fibrillation and tachycardia; atrial fibrillation and flutter; and symptomatic bradycardia. It msmble' o
for a patient to experience more than one type of arrhythmia during SCA. In these situations, it is important for
trained rescuers to have equipment that has defibrillation and pacing capabilities, as well as technology that can
assist with CPR performance, )

;-

* Ventricular Fibrillation. Ventricular fibrillation is a condition -in which- disorganized electrical activity
causes the ventricles to ‘contract in a rapid, unsynchronized, and uncoordinated fashion. When this occurs, an
insufficient amount of blood is pumped from the heart. Ventricular fibrillation is the most common arrhythmia
thought to cause SCA. The onset of ventricular fibrillation often occurs without warning and causes the heart to
cease pumping blood effectively. This sudden stopping of the heart is known as cardiac arrest, which is the cause
of sudden cardiac death. : ,

The only accepted treatment for ventricular fibrillation is defibrillation. In emergency situations, external
defibrillation was conventionally administered through hand-held paddles placed.on the .patient’s chest.
However, external defibrillation is now more likely to be administered through dlsposable adheswe electrodes,
which are belleved to be safer and easier to use than paddles
According to the AHA, early deﬁbnllanon of ventncular fibrillation is the smgle most effective intervention
in the rescue of a victim of SCA. Each minute of delay in returning the heart to its normal pattern of beating
decreases the chance of survival by 7% to 10%. Furthermore, there is an incréasing body of evidence that other
actions, in addition to defibrillation, must occur to maximize the chance of a successful resuscitation. These
actions comprise a “Chain of Survival” consisting of carly access, early CPR, carly defibrillation;- and early
advanced care. - _ ) _ .

Amal Fibrillation. The AHA. estlmates that close to 2 million Amencans suffer from atnal fibnllatlon
Atrial fibrillation is a condition in which dlsordered electrical act1v1ty causes the atria to contract in a rapid,
unsynchronized and uncoordinated faghion. This inefficient contraction results in a smaller amount of blood
entering the. ventricles, which in turn Tesults in"an insufficient level of circulation. Since blood is not pumped
completely out of the atria, the blood can pool ‘and clot. While not immediately life threatening, atrial fibrillation
can lead to significant health threats, such as stroke. Over time, poorly functioning atria can also cause the
ventricles to work harder, wear out sooner, and eventually lead to cardiac arrest.

Common forms of treatment for atrial fibrillation include cardioversion and drug therapies. 'During
cardioversion, a defibrillator delivers electrical current that is synchronized with a patient’s. heartbeat to return
the atria to a normal rhythm. Cardioversion is-usually an elective therapy, scheduled and performed in a
controlled environment. All of ZOLL’s manual defibrillators include cardloversmn capablllty ! X

Bradycardia. Bradycardia is a condition in which the heart beats too slowly. The principal therapies for the
emergency treatment of bradycardia are drugs and temporary cardiac pacing, either or both of which may be used
to stimulate effective cardiac contractions and restore circulation. Cardiac pacing utilizes an electrical pulse to

stimulate the patient’s heartbeat. For the emergency tredtment of bradycardia, there are two primary techniques
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for temporary pacing: invasive endocardial pacing, in which a wire is inserted directly into the heart to provide
the electrical stimulus;-and non-invasive temporary pacing, which uses gelled electrodes applied to the patient’s
chest to conduct an electrical stimulus. Non-invasive temporary pacing.is an option on most ZOLL defibrillators
and is recommended as the first intervention for bradycardia in the AHA’s resuscitation protocols.

Traumanc Injury and its Ejfects

- Trauma is widely recognized as a major health problem and the thlI'd leadmg cause of death in the U.S. In
2002, there were over 161,000 fatal injuries in the United States. Severe injury is the number one killer of both
children.and young adults up to age 44. As a disease of young people, it is also the leading cause of life years
lost. The leading causes of death following traumatic injury are brain injury, blood loss, and organ failure from
excessive mﬂammauon SCA can also occurin trauma pauems ' ‘. -

In 2000 a workshop known as the Post Resuscitative and Imtlal Uttltty in Life- Savmg Efforts (PULSE)
convened to address resuscitation research in the areas of SCA and injury from trauma. The PULSE report,
published in Circulation, noted that earlier and better CPR, rapid défibrillation, and earlier hemorrhage control
will lead to improvements in survival. One recommerndation made was that “technélogy-based methodologies for
monitoring' and performing resuscitation should be improved,” along with the use of “new and novel devices to
produce blood flow during cardiac arrest.” ‘ o

¢ WL . ' . .
‘Recent Developments and New Research in the Areas of Emergency Cardiovascular Care and CPR
Performance Coe s : . ;o

Ofﬁciafly'nam‘ed the 2005 Americar Heart Association Guidelines for Cardiopulmonary Resuscitation and
Emérgency Cardiovascular Care, the 2005 AHA Guidelines provide récommendations about how lay rescuers
and healthcare providers should resuscitate victims of cardiovascular émergencies, including SCA, which is fatal
within minutes of onset, if not treated with CPR and/or defibrillation. The Guidelines, which began in the early
19903 arc updated every five years to reflect advancements in resuscitation research and the science. The
European Resuscitation Council (ERC) also releases updated Guidelines every five years in conjunction with the
AHA. o , Y .

A major theme in the latest release is the emphasis on performmg effective, htgh—quahty CPR. Accordmg to
the AHA and the ERC the new focus resulted from studies that showed that “blood circulation increases with
each chest compression in a series and must be built back up after interruptions.” In addition, the authors of the
Guidelines noticed a “striking” difference between data showing the critical role of early, high-quality CPR in
increasing cardiac arrest survival rates, and data showmg that few victims of cardiac arrest receive CPR—with
even’ fewer recetvmg high- quallty CPR - coon v o

T'he AHA and the ERC also maintain that early CPR can qu1ck1y return oxygen-rich blood to the heart and
throughout the body. In addition, when CPR is performed in conjunction with defibrillation, which is indicated in
approximately 50% of collapsed victims, ‘it can help restore normal heart rhythm, which can double a victim's
chance of survival, especially for the 75-80% who suffer cardiac arrest at home. Indeed, ‘without immediate
intervention, an SCA victim has only about a 5% chance 'of surv:val But if CPR and defibrillation are provided
within the first three minutes after collapse, survival rates can reach as high as 75%

The Resuscitation Technology Market

The Company develops technologies that help clinicians, EMS personnel and -lay rescuers advance and
improve the practice of resuscitation. In order to advance resuscitation practices, the Company believes it must
provide technology that addresses various clinical interventions that are part of resuscitation efforts. These
mclude the following:

+ Pacing, which helps regulate the heartbeat when the heart s natural native pacemaker is not fast enough,
or if blocks in the heart’s electrical system prevent 1mpulses from reaching the ventricles. ZOLL has
been a leader in pacing technology since its first commercial product was released in 1984.
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+ Defibrillation, which uses an electrical current to stop the chaotic rhythm so the heart can reestablish its
normal rhythmic beating. It is used in patients experiencing dangerous arrhythmias or SCA. ZOLL is

‘ also a leader in the area of defibrillation, and its products have been deployed and accepted by
professional healthcare personnel worldwide. .

* Circulatory support and assistance for manual CPR performance, which involves helping to circulate
oxygenated blood throughout a patient’s body when the heart in unable to do so. This is accomplished
through manual chest compressions (pushing on the chest) and forcing air into the lungs of a patient via
rescue ventilation. ZOLL’s Real CPR Help™ technology offers real-time feédback to rescuers so that
they can monitor and improve CPR performance: ZOLL was the first manufacturer to offer this
feedback mechanism in an automated ‘external defibrillator (AED), which is a portable device that
analyzes the heart’s rhythm and, if necessary, allows rescuers to deliver an electric shock to an SCA
victim. ZOLL now also offers Real CPR Help technology in most of its professmnal deﬁbnllators

«  Automated circulatory support, which automates the process of performmg chest compressions rather
than having rescuers perform them manually. This intervention can help decrease interruptions,. while
increasing the quality of chest compressions (i.., maintaining proper rate and depth). The ZOLL
AutoPulse® helps healthcare professionals in pre-hospital and in-hospital settings automate the process
of delivering CPR chest compressions. . V-

*  Fluid replacement, which provides circulatory support through intravenous fluid administration that is
the primary treatment for hypovolemia, Hypovolemia, the decrease in the volumne of circulatory blood,
is a common condition found in trauma patients and can lead to shock, SCA andfor death. Trauma is
widely recognized as a major health problem and is the third leading cause.of death in the U.S. ZOLL’s
Power Infuser® has been widely accepted by, the U.S. military for fluid resuscitation, and the Company
is now pursuing the EMS market with this product, :

»  Dala management, which involves software that automates thé documentation and managemem of both
clinical and non-clinical information 'in pre-hospital and hospital settings. These products can work
together in an integrated system 'so that information can be captured, documented, and managed
throughout the care of a cardiac arrest patient, from the field to the hospital. ZOLL information
management solutions involve: electronic documentation and data gathering (e.g., data from the 911
call, to patient vital signs, to billing information); aggreganon of this type of data; and the ability to
review and analyze information for remedial trammg/commuous quallty initiatives (CQI) or other
strategic planning efforts.

* Ventilation, which inveolves air entering and leavmg the lungs, allowmg the body to expel carbon
dioxide and oxygenate blood that circulates through a patient’s body. While ZOLL does not currently
offer a product that specifically address this aspect of resuscitation, the Company regards it as a future
growth area.

. Hypothem‘ua which involves cooling an SCA pauem a few degrees (1 €., to 91.5°F or 33°C), may play a
role in helping resuscitated patients recover. The 2005 AHA Guidelines suggest that mild hypothermia
may be beneficial to neurological outcome without significant risk of complications. While ZOLL does
not currently offer a product that specifically address this aspect of resuscitation, the Company regards it
as a future growth area. '

ZOLL’s Core Technology ‘ . . .

The Company’s line of resuscitation - products mclude three core technolog:es that are implemented
throughout the product line. They include: : ;

* Rectilinear Blphasu:TM wavefonn which is uuhzed 1n its line of professional deﬁbnllators and AEDs
*  External pacing technology in the Company’s professmnal defibrillators; and -

» Real CPR Help technology in its professional defibrillators and AEDs. 1
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ZOLL’s Biphasic Waveform. External defibrillators deliver current over time to the heart, which results in a
defined waveform shape. One type of waveform in use today is monophasic, meaning that current is'delivered in
a single pulse that flows in one direction. Another type is the biphasic waveform, which, in contrast, delivers
current that first flows in a positive direction for a period of time and then reverses direction so that it flows in a
negatlve dlrecuon :

ZOLL’s primary competitors offer biphasic waveforms using the same general waveform shape. However,
the Company has developed a uniquely shaped biphasic-waveform, which achieves higher efficacy at lower
current levels than monophasic waveforms. ZOLL's biphasic .waveform reduces the heart’s exposure to high
peak current, which helps to reduce nisk to the patient, while increasing efficacy. In addition, ZOLL's biphasic
waveform keeps the waveform shape and duration constant over a wide range of patients -whose differing
physiologies affect the conduction of current, which also helps to improve efficacy.

External Pacing Technology. In 1984, the Company introduced a non-invasive temporary pacemaker based
on the research of Paul M. Zoll, M.D., one of the Company’s founders. This technology, which was the
cornerstone of the pacing capability in ZOLL’s line of hospital defibrillators, has been clinically 'shown to offer
superior capture rates and provide lower mean capture thresholds. It also allows better patient tolerance of
external pacing due to reduced current requirements and large surface area electrodes that deliver the current. In
1992, the AHA ¢élevated nori-invasive pacing to the initial treatment of choice for certain’ serious patient
conditions (Class 1 for profound bradycardia). This means that external pacing should be performed on patients
becaiise of the clear benefit, with little risk. The Company believes that it was'the market leader for this
technology at that time, and remains so today. .

Real CPR Help Technology in its Professional Defibrillators and AEDs. In 2002 with the launch of the
AED Plus™, ZOLL introduced technology that allows rescuers to see and hear how well they perform the rate
and depth of chest compressions during a cardiac arrest event. Along with the AED Plus, ZOLL has integrated
this Real CPR Help technology into the AED Pro® and the newly introduced R Series™. The Company plans to
add lhrs technology to its other defibrillator products mcludmg the E Series® and M Series®,

. ' " t LI ‘- Lot
ZOLL’s Line of Resuscuatlon Products ' b

1. B M ]

The Company’s resuscitation products fall into the followmg categorles Lo

+»_ Professional defibrillators, which include the M Series, E Series, newly imroduced R Series, and the
LifeVest® wearable defibrillator, which is prescribed by cardiologists;

*  AEDs that a351st w:th manual CPR efforts which mclude the AED Pro and the AED Plus
*; Disposable electrodes used with ZOLL's line of deﬁbn}lators : :

*' The AutoPulse Non-invasive Cardlac Suppon Pump used to automate the process of delivering chest
COITIpl'CSSlOﬂS

+

* Documentation and information management which include RescueNetTM for EMS personnel and
‘ _ CodeNet® for hospltals and. . ‘ ; .

. Flu1d replacement uullzmg the ZOLL Infuser®, also known as the Power Infuser® in the military

market, ‘ . t

Professional Defibrillators S : L

A “professional defibrillator is used by trained healthcare professionals to défibrillate a person in SCA.
Healthcare professionals can review a patient’s heart rhythim, and manually determine and set the level of energy
(known as Joules) used to defibrillate. ZOLL's professional ‘defibriliators also- include moénitoring: parameters
(e.g., oxygen saturation levels, and blood pressure, among others) to help assess a patient’s condition.
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M Series Defibrillators. The M Series family of products was designed for both the hospital and pre-hospital
markets. ZOLL currently sells 11 models of this device, including a mode] designed for critical care transport
and a model tested and certified for use on military aircraft. s

The large number of models reflects user selection and need for various features and options such as shock
advisory capability, 12-lead ECG, diagnostic operation, or data transmission features. The M Series defibrillator
is the Company’s best-selling product to date. It has been selected as the standard device by institutions such as
Brigham and Women's Hospital, The Mayo Clinic, Scripps Health System, The Johns Hopkins Hospitals, the
U.S. Armed Forces, and the German Army. ZOLL believes that the M Series clinical superiority .and range .of
features have helped maximize customer retention by reducing the' need for operator retrammg and enhancing

operator confidence. .

M Series defibrillators were designed to allow customers to add features dependmg upon their individual
needs, Other features available mclude the followmg Poeroom oo oo

1

. Complele Data Management A code marker system follows protocols e establrshed by the AHA, and it
- allows complete documentation of an event with a “one touch” data annotatmn_feature The record made
of the event includes afl information collected by the defibrillator and can be upgraded to,include an
optional voice recording. All of this data is stored on a removable data card. It can also be transmitted
electronically to other devices, via a serial .port, built-in , modem, - and Bluetooth® , wireless
commupications, allowing significant flexibility in moving data for purposes of remote consultation and
recordkeeping. ZOLL also developed software applications for the a:ehwmg and trending. of this
information.

. Dlagnostlc 12-lead ECG wrth Interpretive Statement. The 12-lead feature enables a'user io get a

dlagnostlc ECG tracmg, of a view of the heart s electrical activity. 12-lead is used to provide rapid and

' early identification of myocardial infarction, commondy called a heart attack, in the pre-hospital setting.
ZOLL pays royalties to GE Medlcal Systems (GEMS) on each l2 lead analysrs program sold

+ Interface to GEMS MUSE Cardrology Informatron System. The M Series and E Series deﬁbnllators
communicate directly with the GEMS Information Technologies MUSE cardiology 1nf0rmat10n system.
This MUSE interface provides direct communication of pre-hospital 12-lead ECG data into GE’s MUSE
information system, eliminating the need for a dedicated receiving station or gateway. .

» Pulse Oximetry. Pulse oximeters determine the oxygen saturation levels in blood (SpO,), allowing a
rapid identification of potential problems in the cardiopulmonary system. Since pulse oximeters can
help detect the onset of cardiovascular incidents, pulse oximetry is now w1dely used in both hospital and
pre-hospital settings when onitoring patient vital signs. While conventional pulse oximeters do not
perform well during patient motion or-in intense light, ZOLL uses Masimo -Corporation’s patented
technology, which is-designed to overcome these technical problems ZOLL purchases circuit boards
and sensors from Masimo Corporauon "The Company has a non-exclusive license to use the patented
technology mcorpordtcd in these parts, which are mcorporated in turn, into ZOLL's products

1 ', -

. Capnography Capnography, also known as EtCOz, is the measurement of the amount of carbon
dioxide being exhaled, allowing for rapid identification of potential problems in the cardlopulmonary
system. ZOLL purchases circuit boards and sensors from Respironics Novamétrix LLC that provide this
fearare. In October 2004, ZOLL announced new plug-and-play mainstream and side stream EtCO,
monitoring - capability designed for ease of use in pre-hospital settings. Users can easrly select the
optimum CO, monitoring method based on the patient’s condition. .

>

* Non-invasive Blood Pressure Measurement. ZOLL developed a non-invasive blood pressure
. measurcment capability, also, known as NIBP, and integrated it into the M Series and E Series
, defibrillators. ZOLL purchases circuit boards, hoses, and' cuffs from SunTech Medical to provide this

feature.
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E Series Defibrillator. The E Series family of products is a'line of defibrillators for the pre-hospital
environment, which also offers a range of similar 'monitoring and data features that are also available on the M
Series. The E Series was launched in July 2005 and began shipping in September 2005. Designed specifically for
the EMS market, the E Series offers several unique features that will allow the Company to expand the EMS

portion of the pre-hospital market. The E Series is targeted towards Advanced Life Support providers, and it

includes all of the features of the M Series, as described above. ZOLL believes that the E Series is the only
rugged durable deﬁbnl]ator available today that offers the following:

+ Designed to Meet the Needs of the EMS Envnronment A suitcase-style wnh a protective roll cage
allows customers to carry or store the device more easily. It also offers a Rapid Cable Deployment
System™ that helps manage all the paramet;r_ cables, allowing for faster deployment.

s TriMode Display. The E Series allows users to view the screen under virtually any lighting conditions.

¢ Improved Event Synchronization. The E Series is equipped with a built-in GPS clock that allows
" customers to automatically synchronize all dispatch, defibrillator, and intervention caII times, improving
overall data accuracy.

R Serxes Deﬁbralfatar Designed for hospltals the Company believes that the R Senes announced in
November 2006, sets a new standard for simplicity and operational readiness, which wnll help improve
in-hospital resuscitation efforts, Moreover, the R Series simplifies and speeds up deploymem of pacing and
defibrillation therapy. It also offers tools that can help clinicians improve CPR performance. Finally, the R Series
offers  automated checks designed to help maximize the readiness of the R Series for clinicians. The R Senes
offers a range of new features:

+ The OneStep System. The OneStep System provides a single cable for pacing, monitoring, and
defibrillation. It also includes one electrode set through which clinicians can monitor, pace, deﬁbnllate
and get real- ume feedback on chest compressmns also known as Real'CPR Help

* Tools Help Users Improve CPR Performance, -More than half of in-hospital codes involve

non-shockable rhythms. In such cases, the only treatment for such rhythms is high-quality CPR, with

*. minimal interruptions. The R Series offers See-Thrmu CPR™ functionality that helps clinicians minimize

interruptions in CPR performance. While viewing the ECG-on a monitor/defibrillator, artifact (i.e.,

*noise™) from chest compressions make it difficult to discern the presence of an organized heart rhythm

unless compressions are halted. See-Thru CPR filters out this artifact so clinicians can view an
+underlying rhythm without stopping chest compressions.- :

In addition to See-Thru CPR, the R Series offers a visual aid known as the CPR Index™ that allows
. clinicians to see how well they are performing the rate and depth of chest compressions in real time.
" This Index, along with audible prompts {(e.g., “Push Harder” and “Good Compressions™), helps

clinicians improve CPR performance by integrating rate and depth into a single indicator on an
, casy-to-read display. With this feedback, clinicians know how well they are performing compressions
: and can quickly.adjust their compressions to improve blood flow.

Additionally, all CPR performance data and the entire resuscitation record, including the ECG, can be
downloaded into ZOLL CodeNet and reviewed for quality assurance and training purposes. CodeNet is
_ the first system to help document, review, and manage a complete set of data for in-hospital
resuscitation events, including both codé event data and defibrillator datd, on one synchronized timeline.

+ 'Self-testing and Readiness Checks. The R. Series extends testing beyond shock delivery and checks
" more than 40 measures of readiness, including the presence of the correct ‘cables and electrodes, the type
of electrode, and other important électronics. The R Series can also verify the condition and expiration
date of the electrode set. All of this testing occurs without disconnecting electrodes or paddles, or
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requiring additional equipment to test shock delivery. The system provides a printed or electronic log to
alert hospital personnel of any concerns in advance of a code. A simple green check mark indicates.that
the R Series is ready for use. - ot ’
. . : .
As with all of ZOLL professmnal deﬁbnllators options w111 be added lhat will expand the offenngs of the
R Series in the future. . Coee :
R o T .

LifeVest Wearable Defibrillator. The LifeVest wearable defibrillator is worn by patients at risk for SCA.
The LifeVest monitors the patient’s heart continuously, and if the’ patient goes into a life-threatening heart
rhythm, the device delivers a shock treatment (o restore the patient’s heart 1o a normal rhythm. To date, more
than 3,700 patients have worn the LifeVest, résulting in more than 75 life-saving events. In"April 2006, ZOLL
completed the acquisition of the assets of Lifecor, Inc., and now manufactures and markels this wearable external
defibrillator system through its subsidiary, ZOLL Lifecor Corporation.

'Automated External Defibrillators ="' *

An automated external defibrillator (AED) is a portable device that analyzes the heart’s rhythm and, if
necessary, allows a rescuer to deliver an electric shock to a victim of SCA. An AED can automatically determine
the appropriate treatment for theé victim, and provide rescuers with instructions usually via audio and text
prompts. It typically consists of a main unit that provides controls and mstructlons and detachable electrodes that
the rescuer places on the victim’s body. _

[ t- ! ’ u

The lalest research on AED usage suggests that rescuers’ will be advised to shock a vncum only
approximately half of the time an AED is used to treat sudden collapse. If no shock is advised, a rescuer should
provide chest compressions and ventilation (CPR) until other rescuers arrive to 1mprove the victim’s chances of
survival. For that reason, ZOLL believes lhat an AED designed for the 1nfrequent rescuer needs to provide the
best possible support for CPR. CPR is often associated with a return of a “shockable” vemrlcular rhythm making
defibrillation possible later in the event. Rescuers, therefore, must be capable of both using the AED and
providing temporary CIrculatory support with CPR. e o S L)

AED Plus Automaled Extemal Def brzilator Introduced in 2002, the AED Plus .was the first automated
external defibrillator to address circulatory support. The AED Plus provides real-time feedback .on the rate and
depth of CPR chest compressions. The Company believes that no other AED on the market currently offers such
capability. Designed for the infrequent user, the AED Plus assists the user in defibrillation and CPR, and
incorporates several unique and proprietary elements designed to provide more comprehensive support for
infrequent rescuers. The device also includes a highly simplified graphical user interface, one-piece electrode
pads, and easily obtained consumer batteries for operation. The AED Plus supports the complete Chain of
Survival (early dccess, early CPR, early defibrillation, early advanced c¢are), helping rescuers wnh all SCA
vnctlms-—even those victims for whom no deﬁbnllatmg shock is advnsed ) -

‘ Iy

The AED Plus 'uses a one-piece, extended-shelf-life (five years) electrode ‘systém called CPR-Depadz™.
The device and electrode system incorporate a unique, instantaneous feedback feature, known as Real CPR Help,
that allows_rescuers to perform CPR chest compressmns according to the AHA/ERC Guldelmes by guiding
thelr rate and depth.

Oiher features include an LCD dlsp]ay that can be confi gured to dlsplay the ECG a graphical interface to
remind rescuers how to use the device properly to follow the recommended life- savmg steps; use of low-cost
consumer lithium batteries available at retail stores;,and the incorporation of an infrared-based communications
system for managing data collected during the use of \the device. Support products include a training unit that
mimics the device’s operation and helps teach early defibrillation and CPR skills, simulators to demonstrate and
* test operation of the unit, carrying cases, wall boxes, and training materials.
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AED Pro Automated ‘External Defibrillator. The AED Pro was introduced in March 2005. The AED Pro
offers Real CPR Help, a large display that allows users to see the patient’s ECG. It also offers advanced
c¢apabilities for Basic Life Support (BLS) and Advanced Life Support {ALS) users. These features include ECG
monitoring’ with standard ECG electrodes; combined AED capability with manual defibrillation, with contrelied
access for ALS users; and heightened ruggedness and durability.

The AED Pro offers more SOphl‘;llCﬂlEd functionality and durability than typical AEDs for first responders
and ]ay rescuers By mcludmg ‘these features in an, AED, ZOLL provides emergency personnel with more
advanced treatment tools. This new product allows ZOLL to build further ‘on the success of the AED Plus and the
M Series in the EMS and hospital markets. The AED' Pro fits dlrectly between these two products because it is
flexible enough to meet requirements in tiered systems that include both BLS and ALS-trained personnel. The
Company believes the AED Pro can be targeted to this market niche, since it supplements a professional user’s
need for an advanced defibrillator, with the ease and convenience offered by an AED.

"\, . AutoPulse Nan-i:ivasi;#e Cardiac Support Pump ' y

The Company develops and markets' the ZOLL AutoPulse, which is manufactured at our ZOLL Clrculauon
subsidiafy in Sunnyvale, California. The ‘AutoPulse is an automated, portable device that provides temporary
circulation of blood to patients whose hearts have stopped pumping blood. It is comprised of a backboard and a’
simple load-distributing LifeBand® that fastens across a victim’s chest. The AutoPulse automatically calculates
the patient’s shape and size for maximum compressionfdécompreésion benefit without the need to enter patient
information: or make manual adjustments. The AutoPulse 1 lmproves the consmtency of circulatory suppon while
reducing the manpower required to perform CPR.

The AutoPulse compresses the entire chest in a unique, consistent “hands-free” manner, moving much more
blood than can be moved with manual CPR chest compressions. Additionally, it offers the benefit of frecing up
rescuers from perforting manual chest compressions so they can focus on other life-saving interventions. It also
can decrease the risk of injury to the rescuer when compared to dding manual compressions in the back of a
moving ambulance orona hospital gurneyi

v

i

At .the end of fiscal 2006, lhere were approxlmately 450" agem:les and hospuals worldwnde using the
AutoPulse as part of their resuscuallon protocols. '

F - . i
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Information Management

Resuscitation and Other Information for EMS. The Company’s ZOLL Data Systems subsidiary provides
various software products to support an EMS organization’s operation. ZOLL Data Systems develops and
markets ZOLL RescueNet, an -integrated, suite of data management solutions that is designed to maximize
specific .business processes through the information presented via-a-common database. RescueNet is a fully
integrated data management system that gathers and centrahzes information, and links the pre- hospital chain of
events into a single EMS system. ! ' e e ' -

¢ oo

©h i ' '

RescueNet benefits EMS’ agencies by reducing dupllcatlon ‘of processes and data entry, improving data
accuracy and data sharing with an increase in operational efficiency, and—most importantly——improved patient
care and enhanced quality of sérvice. RescueNet has been installed at more than 700 EMS customer locations in
the United States, Canada; the United Kingdom, and Australia. Through their EMS-specific functionality,
RescueNet solutions allow these organizations 10 obtain measurable process and quality improvements. Such
improvements include better clinical documentation and quality of service, more efficient cash flow, and
operations that are more effective. Furthermore, RescueNet -solutions allow customers to review data to make
better-informed decisions that help improve resuscitation protocols and’ outcomes. B
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Resuscitation Information for Hospitals. ZOLL develops and markets software for data collection related to
resuscitation practices in hospitals. ZOLL offers a system called CodeNet to provide data collection during
resuscitation .and to later-organize this data into useful information related to performance measures for
resuscitation practices. Other competitors in the hospital market offer products that are similar but, the Company
‘believes, generally much more limited in scope and capability than CodeNet. . .

CodeNet allows the electronic documentation of events during a cardiac arrest event in a hospital, with
automatic time stamping. The individual patient record can be combined with the defibrillator record after the
event, resulting in complete time synchronization of all interventions during a cardiac arrest event. Additionally,
CodeNet also. prov1dcs .a link rto- download scase ‘event- 1nfonnanon"hto* the.,AHA’s B Nauonal Reglstry of
Cardlopulmonary Resusmtauon a database of in- hOSpltal cardiac arrest events.

"t a: . -
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Fluid Replacement : Lot :

Power Infuser for Fluid Resuscitation Efforts. Infusion Dynamics, a division of ZOLL manufactures and
markets the ZOLL Infuser {also known as the Power Infuser'in thilitary settings), a small,’ lightweight,
easy-to-use device that provides highly controlled, rapid delivery of intravenous (IV}.fluids to trauma’ victims.
Primarily sold to the military, this product has applications in aeromedical transport, EMS, and emergency room
settings. . .

The ZOLL Infuscr utilizes a patented process to prec1sely control the infusion of fluid into the panent to

significantly improve the resuscitation benefit. Its automated fluid control features are suned to the harsh
conditions typically found on a battlefield or in EMS environments. The technology is highly efficient, allowing
the device to be extremely small and portable and to run off standard AAA batteries. )

The ZOLL Infuser helps provnde circulatory support through IV. ﬂuld adrmmstrauon Fluid is the primary
.treatment for hypovolemia, which is the decrease in the volume of cu'culatory blood, a common condition found
in trauma patients that can lead to shock and death. o .

The infusion of fluids to treat hypovolemia is typically accomplished using a gravity driven feed, often by
elevanng a bag on an IV pole. Gravity can be, augmented by squeezing the bag manually or with an inflatable
pressure infuser. These typical methods are cumbersome to use in many emergency settings and do not provnde
for the accurate control of the amount of fluid entering the patient. Since both over and under-infusion can be life
threatening, the ZOLL Infuser allows for controlled delivery of fluids, which is critical for survival.

D:sposable Electrodes

A LI

ZOLL offers a varlety of single-patient-use, proprietary dlsposable electrodes for use with ZOLL’S line of
defibrillators and AEDs. Among the Company’s-primary competitors, ZOLL is the only company to engineer
and manufacture its own electrodes. ZOLL has continually innovated and upgraded its electrode product line,
including the proepadz® Biphasic Mulii-function Electrodes specifically designed for use with the ZOLL
Rectilinear Biphasic™ waveform for cardioversion of atrial fibrillation. In November 2006, ZOLL. introduced
the OneStep electrode system and stat-padz® with Real CPR Help in conjunction with the launch of the ZOLLR
Series. The OneStep System provides a single cable for pacing, monitoring, and defibrillation. It also includes
one clectrode set through which clinicians can monitor, pace, defibrillate, and get real-time feedback on chest
compressions, also known as Real CPR Help. In fiscal 2002 ZOLL introduced, in conjunction with its AED Plus
defibrillator, the unique one-piece CPR-Depadz™ electrode, which prov1des feedback on the quahty of CPR
compressions. ‘ ) .

A factor that might lead to higher electrode sales is the use of interpretive algorithms for automated
defibrillation. The monitoring required to assess the patient’s condition can only be achieved with electrodes. and
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not with the traditional defibriliation paddles. Additionally, the use of ‘automated external defibriliators in
non-medical settings, and the CPR-Depad; electrode introduced with the AED Plus, and now available on'the
AED Pro, should also contribute to our electrode revenues in the future.

i

0ur Opporttrnity to Ihiproye ilesuscimtion Télchn(ilogy' _ L

" The Company sees a large’ opportumly to improve resuscitation technology by '

“.'_ Cormnumg to'offer supenor professronal pacing and deﬁbnllatlon products, , Sy

+  Expanding our product line beyond defibrillation to address other aspects of resuscitation; and

’ Competing with well-differentiated AEDs in the public access market. ,

Continuing to Offer .'S'upenor' Professional Pacing and Defibrillation ‘Products. Our strategy is to focus on
developing products that deliver superior clinical performance, rapid therapy, meaningful information, high user
confidence, and economic value that differentiate our products from competitive offerings. ZOLL has gamed a
special understanding not only of external cardiac pacing and defibrillation—critical electrical therapies for
survival—but also of their importance and relationship within the larger area of resuscitation. ZOLL believes this
understandlng is one of the factors that has méade us successful. Furthermore ZOLL believes its experience and
success in this area "will translate into the hroader market related to all resuscitation products which i is a large and
growing market driven by mcreasmg clinical needs. B o

Expandmg Our Product Line Beyond Defibrillation 1o Address other Aspects of Resuscitation. Recent
clinical research dnd changes in ‘the 2005 AHA/ERC Guideliries highlight a renewed focus on the importance of
CPR performance. The AutoPulse can help professional rescuers and clinician$ improve-CPR performance and
allow them to focus on other life-saving interventions. As an adjunct to CPR efforts, the AutoPulse can move
more blood more consrstently than can manual chest compiessions. ZOLL acquired the rights for this product
through the acquisition of Revivant Corporation, now ZOLL Circulation, Inc., in early fiscal 2005. ZOLL
believes the long-term market for this product approximates the size of the worldwide professional external
deﬁbnllator market, esumated to be $600 million. In addition, the ZOLL Infuser offers’ rescuers the opportunity
to better manage flu1d adrmms[ratlon in critical patlents another aspect that can help 1rnprove resuscnallon
efforts i o

‘Competing with' Well—dr'ﬂeré'mr'ated AEDs in the Public Access Market. The AED Plus is a device for the
large and relatively untapped public access defibrillation market. It is relatively low-cost, easy to ‘operate, and
unique. ZOLL believes that it can leverage its expenence selling to EMS personnel in efforts to sell devices to
first responclers such as police and firefighters. The Company also markets devices to other non- -traditional
prowders of héalthcare and have agreements “with’ approxrmately 400 ' independent distributdrs and
manufacturers’ representauves to sell the AED Pius. Based on data from Frost & Sullivan, ZOLL beheves the
worldw1de market for AEDs is approxrmately $315 million, and growmg at 12% a year. '

1 .. o 4
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Z0LL’s Markets

The Company divides its ‘market into three principal customer/geographic categories: North American
hosprtal North Amencan pre- hospltal which consists’ of an EMS and public-access component and
mtemauonal * v -

o [ . : . v ., . “ “

- North ‘American Hospital Markétr. The North American hospital market consists of approximately 6,000
acute care community hospitals and 1,000 additional hospitals. ZOLL also includes military hospitals and
applications in this market.

» ZOLL defibrillators are used extensively in top hospitals included on a recent U:S. News and World Report
“Honor Roll”-list. To be on the “Honor Roll,” a hospital had to demonstrate breadth of excellence by achieving a
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high ranking in no, fewer than six speaaltles More than 50% of the 16 “Honor Roll” hOSpl[als use ZOLL, and
eight of the 16 are completely standardized to ZOLL defibrillators.

Hospitals have traditionally used cardiac resuscitation equipfnent both for patients admitted with SCA and
for patients at risk of SCA undergoing other treatments. Many hospital procedures such as surgery, cardiac
catheterization, stress testing, and general anesthesia may induce arrhythmias or SCA, and hospitals’ frequently
use cardiac resuscitation devices on-a stand-by basis in connection with- these procedures. Since immediate
treatment is the critical factor for successful cardiac resuscitation, hospitals typically place resuscitation devices
throughout their facilities, incfuding ‘the cardiac and critical care units, emergency rooms, operating rooms,
electrophysiology laboratories, and general wards. . : -

There is also increasing interest in “timé'to defibrillation” in the hospital setting where patients who are not
momtored or disconnected from monitors may experience SCA and, consequently, a delay in either response or
treatment Hospttals are mcreasmgly lookmg for new technolognes that can help them protect patients from
events such as SCA or allow them to move panents 10 less acute beds earlier to reduce the cost of their
adrmssmn 0 . . o . » o . ‘

As a result, hospltals are mstallmg deﬁhnllators with AED capablhty in clinical areas for rapid use by the
professmnal cl1mcal staff. Lower cost, snmphﬁed AED5 have also been installed in’ non-clinical areas such as
lobbies, food-service areas, and parking facilities for operation by hosp1tal non- clinical staff, mcludmg securlty
personnel, in the event of a cardiac arrest outside of patient units.

ZOLL currently believes that overall market growth for hospital defibrillator sales remain at approxlmately
3%, which i 1s fueled by mcreased capabilities mcludmg monitoring parameters, CPR support, ECG filtering and
analysm to minimize mterruptlons in CPR, along with data, communication, and asset management suppost.
ZOLL believes that it has approxxmately 35% market share of the estimated $240 million North American
Hospital market

ZOLL believes that, CPR perfonnance along with early defibrillation, also is an issue in this market, given
that recent research notes that CPR performance in hospitals is less than optlmal One study of in- hosplta] cardiac
arrest, pubhshed in JAMA, noted that “the quality of multiple parameters of CPR was inconsistent and often did
not meet published guidetine recommendations, even when performed by well-trained hospital staff. The
importance of high-quality CPR suggests the need for rescuer feedback and monitoring of CPR quality during
resuscitation efforts.” ' ' ' | ) ' ‘

. The AutoPulse is another tool that can assist w1th c1rculatory support for cardlac arrest patlents in hospitals.
Currently, the majority of AutoPulse devices sold to hospitals are found in emergency departments and intensive
care units, Since research shows that the success of m—hosp1tal manual resuscitation attempts remains relatively
unchanged and overall survival- to—dlscharge rates are- poor (17% in one study pubhshed in 2003), ZOLL
believes that AutoPulse adoption will increase, as clinicians understand how the AutoPulse can ‘help improve
overall CPR performance, with the goal of increasing survival rates.

North American. Pre-hospital Market. The North American Pre-hospital market includes an EMS
component that consists of . care providers such as paramedics, Emergency Medical. Technicians (EMTs),
firefighters, police, and- other first-response personnel with responsibilities for public safety. The pre-hospital
public-access component includes non-traditional responders to medical emergencies who have been trained to
use AEDs, including security personnel, staffs in occupalmna] settmgs alternate-care settings, school personnel,
and office, staff. ' .

Most SCAs and heart attacks occur outside of the hospital. Due to the importance of immediate treatment,
there is a substantial market for portable cardiac resuscitation equipment designed for use by various emergency
responders. The most highly trained segment of  the, pre-hospital market is comprised of paramedics, who are
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authorized and trained to use defibrillators to treat SCA. In addition, paramedics are becoming increasingly
aware of external pacing as a standard of care for the treatment of bradycardia. The Company believes the use of
combination pacemakers/defibrillators will become more widespread in the pre-hospital setting. Paramedics are
also able 10 use more advanced diagnostics, such as diagnostic 12-lead. EMTs, who are authorized to use
automated external defibrillators, comprise a significant portion of the potential pre-hospital market as well.

ZOLL believes the opportunity for growth in pre-hospital market is large. Presently, ZOLL believes that
most of the,estimated 35,000 ambulances in the U.S. are equipped with defibrillators, and that other first-
response emergency vehicles will represent an increasingly important market for cardiac resuscitation equipment
as the medical community places increased priority on providing such equipment and the necessary training to all
first responders. As oldér defibrillators are -replaced on ambulances and other emergency vehicles, they will
include additional monitoring capabilities and features necessary to provide better patient care.

.

ZOLL currently believes that overall market growth for EMS defibriltator sales remain at approximately

7%. ZOLL believes that it has approx1mately 43% market share of the $220 miltion North Amencan Pre-hospital
market.

In addition to defibrillators, there is an opportunity to increase the number of other CPR-support devices.
ZOLL believes that the AutoPulse can also be a viable life-saving tool on ambulances and some first-response
emergency vehicles because of its ability to 1mprove CPR performance and decrease the nsk of injury to
rescuers, when compared to doing manual compressioris in the back of a moving ambulance.

. ZOLL also developed a series of software products (RescueNet) to address what the Company considers to
be a growing need in the EMS market for an integrated data management system. RescueNet provides customers
with a single data management system that. ntegrates dispatch, resuscitation information, field data collection,
mobile vehlcle data communication, blllmg, resource planmng and schedulmg, and quality assurance functions.
With seamless integration as the advantage, a majonty of ZOLL’s' EMS customers have purchased more than one
of the products from the RescueNet suite, such as the dispatch and billing systems

Today, most EMS data is entered by hand on clipboards and then distributed or re-entered manually into
databases to meet regulatory and insurance reporting requirements. The timeliness, accuracy, and efficiency of
this process are key factors in the receipt of payments from third-party payors. Capturing the resuscitation
information within the field data system and wirelessly downloading all the ficld data to the billing system
provides great efficiency. A significant amount of revenue is lost due to data entry errors, and misplaced
paperwork or data. Time is lost duplicating data entries. As a result, ZOLL believes that the market for EMS field
data managemem is mgmﬁcant and growing rapldly ZOLL esumates the potential market for all EMS software
to be more than $400 nulllon

As part of the pre-hospital market, public access includes non-traditional, non-healthcare users of AEDs

such as the AED Plus. ZOLL believes this market is growing because of| the increased awareness of the life-
saving potennal of 51mp11ﬁed lower cost deyices, which can be used before the arrival of professional rescuers.
Efforts by the AHA, American Red Cross, National Safety Council, and Sudden Cardiac Arrest Foundation
should help to expand pubhc knowledge of AEDs and increase demand for these devices.
The passage of U. S Fedcral and State ‘Good Samaritan legxslanon increases the likelihood that
non-medically trained personnel will be providing care, to victims of SCA. Furthermore, some states are passing
legislation encouraging, even requiring, AEDs in public. places {e.g., schools, health clubs, state buildings). These
legislative efforts continue to expand AED usage by non-traditional users including police, fire, and hlghway
patrol personnel. The AHA and virtually all corresponding international organizations have established programs
to bring early defibrillation to communities. Early defibrillation is-included in the AHA CPR training for all
healthcare personnel and some laypersons.. ZOLL believes that these developments, togelher with the
introduction of AEDs in hlghly visible places, will lead to a larger market for AEDs.
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Virtually any lecation with a large number of people has the potential for the purchase and installation: of an
AED. The incorporation of AED use in altl CPR training exposes more people to this life-saving' technology,
increasing awareness and potential adoption. Focus on early defibrillation and AEDs by the AHA, the American
Red Cross, and similar organizations affirms the.public health benefit, also driving the adopnon of this
technology in places such as businesses, factories, schools, health clubs, and homes.

s ik, Wea. e
““Given the diverse nature of customers in this market, ZOLL uses a mix of alternate distribution, including
direct staff, distributors, and manufacturers’ representatives in those markets that are too small to support a direct
sales force. ZOLL expects that this market could‘ be serviced by other alternative distribution methods, such as
e-commerce, which can supplement and reduce ZOLL’s need for an expensive sales force. ZOLL currently
believes that it has approxnmately 10% of the estimated $260 million public-access market.

1

International Marker The mtemanonal market mcludes both hospital and pre-hospual customers outside of
North America. Overall, the international market for defibrillators is less developed than the market in the U.S.
In some international locatlons unlike the North Américan market, the administration “of pacing and
defibrillation in hospitals and EMS is generally viewed as a skill reserved for physicians. Few other, staff
members are trained to administer such treatment, although this is changing. The international market for
defibriltators for use outside of hospitals varies, considerably, from country to country, but is generally less
developed than the market in North America.
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ZOLL believes that the intemational market for defibrillators will grow for d number of reasons:

* Demand for defibrillators is expected to grow as more hospitals are built and existing hospitals
modernize and update their approaches_to cardiac and emergency care.

. Emergihg standards of care'and the acceptance of automated equipment could result in increased use of
cardiac resuscnauon equipment by a broader range of healthcare’personnel in the international market.

+ The ERC, :the Brmsh Heart. Foundanon and vmually all eardlae onented orgamzauons in Europe, as
well as the Austrahan Resuseltatlon Council, have strongly supported initiatives to expand the
availability of defibrillators as a major public health initiative.

*  While external pacing is still'used much less frequently in Europe and other parts of the world than it is

in thé U.S., many countries are beginning to implement cardiac-life support protocols that incorporate

+ external pacing as a standard component.’'Because most international defibrillators do not presently

feature external pacing, the move to defibrillators with exlernal pacing could increase international
demand for ZOLL's E Series, M Series and R Series defibrillators.

"« The market for public access deﬁbnllallon is rapldly growing in ‘Western Europe and Australia as the
governments of these regions havé begun 1o lessen the restrictions on physwlan only. admlmstratlon of
defibrillation. As other international markets begin to follow, there will be additional opporlumtles for
governmeni-driven programs.

o

ZOLL has a significant growth potential in the international market. Curré'ﬂtly, ZOLL believes it has 14% of
a $400 million market for defibrillators, which is growing at approximately 7% ayear. In Europe, the Company’s
growth opportunities are many. Due to ‘our direct sales representatives in’the major markéts of the United
Kingdom and Germany, the Company has achieved succéss and will continue its efforts, particularly in hosplta]s
ZOLL will also maintain its strategy of customer exposure to its products through professional direct sales
represemauves, while expanding its indirect distribution where appropnate Finally, there are large untapped
opportunities in China and the Far East and ZOLL is beginning to éstablish a presence in these countries. The
Company’s new product plans, superior product conception and design, synergies of distribution, data synergies
and a professmnal sales organization should al]ow ZOLL to increase market share

The Company believes that it can take advamage 'of the growlh in the international market for defibrillators
based on the continued success of the M Series deﬁbnllator‘; and the growing acceptance of the E Series, AED
Plus and AED Pro defibrillators. : ‘ ' ‘u
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ZOLL also believes that the international market potential for the AutoPulse will be as large as that of the
U.S. market. Cardiac arrest survival rates are as low as those in the U.S., and the resuscitation process has
remained relatwely unchanged for nearly 15 years. The AutoPulse can help to augment this process by
automating the process of delivering chest compressions to people in sudden cardlac arrest.

Competition

Our principal competitors in the U.S. in the area of defibrillation Ei‘n hospital and EMS) are the Emergency
Response Systems Division of Medtronic Inc. and Royal Philips Electronics. Both Medtronic and Philips
compete across our entire defibrillator product line. ZOLL also competes with Cardiac Science Corporation,
Welch Allyn, HeartSine Technologies, and Defibtech in the lower cost AED market. In the international market,
ZOLL competes with Medtronic, Philips, most AED competitors, and several other companies depending upon
the country. Medtronic is generally the market leader in the industry. Medtronic recently announced that it will

‘spin :bff its external defibrillator business (Physio Control, Inc.) into a separate, publicly-traded company.

The business. of deve]opmg and marketlng software for data collection, blllmg, dlspatchlng, and
managemem in the EMS market is competitive. Compenlors in this business include Roam- IT, ESQ Solutions,
Golden Hour, Innovative Engmeermg Healthware Technologics, Inc., Safety Pad Software, lmageTrend Inc.,
eCore Software Solutions, Inc., PDSI Software, Inc., EnRoule Emergency Services (formally known as Geac
Computer Corporation, Ltd.), DocuMed, Inc., Tritech Software Systems, Inc., Ortivus AB, RAM Software
Systems, Inc., Intergraph Corporation, and AmbPac, Inc. None of these competitors currently has a product that
provides an integrated solution comparable to the RescueNet products! Medtronic ERS and Medusa Medical
Technologies have a marketing arrangement for a field data solution.

ZOLL develops and markets software for data collection related to resuscitation practices in hospitals.
ZOLL offers a system called CodeNet to provide data collection during resuscitation and to later organize this
‘data into useful information related to performance measures for resuscitation practiceés. The primary alternative
to our products in the hospital market involves manual mterface between the deﬁbnllator and the hospital’s
information systems. : '

The Company believes that the AutoPulse currently has no significant competition in the U.S. other than
manual CPR; however, Medtronic has entered into a distribution agreement with Jolife, of Sweden, to market its
Lucas CPR® Pump, which is a piston-driven device powered by a continuous source of compressed oxygen or
air.. The device pushes down on the center of the chest as in manual CPR. Medtronic has focused most of its
efforts with this product in Europe, especially the United Kingdom. With Medtronic’s recent FDA clearance for
this product in the U.S., ZOLL expects Medtronic to move aggressively into the U.S. market. Another company,
Michigan Instruments, markets a product in the U.S. called the Thumper® 1007 that mimics traditional chest
compressions by compressing the heart via a mechanized, air-driven piston device. .

A , : ‘ o K . o L e P 4
Competitive Factors 8

The Company believes that the principal competitive factors in the hospital market for cardiac resuscitation
equipment are clinical efficacy, reliability, portability, ease-of-use, and standardization, In the EMS portion,of
the pre-hospital market, in addition to the foregoing considerations, durability, a reliable battery system, and
availability of 12-lead ECG capabilities are’ sngmﬁcant competitive factors, ZOLL believes that its products.
compete favorably with respect to each of these factors.

Non-invasive temporary pacemakers and external defibrillators, such as those that ZOLL sells, are used in
emergency situations and, accordingly, do not compete with permanent, implantable pacemakers or defibrillators
that are used to treat chronic arrhythmias. In fact, the products are compiementary, because emergency cardiac
resuscitation is often required during the implantation of a permanent device. :
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ZOLL believes that principal competitive factors across all areas of its market include:

= A broad ‘diverse range of resuscitation products that address a range of 1ssues mcludmg electncal
c1rculatory, ventilation, and data management

*  Superior, proven CPR assistance technology in its line of defibrillators;
¢ A 20+-year history of clinical excellence;
*  User simplicity, convenience, and ease of use; and

* An integrated approach involving its line of defibrillators and their ability to share data. for training
CQI purposes.

Foreign Operations

ZOLL currently conducts business outside of the United States through subsidiaries in Canada, England

Germany, Austria, The Netherlands, France, Australia, and the United Kingdom. The Company operatés'a

number of additional international offices and has entered into distributor and sales representative business
relationships in the world’s major markets. ZOLL sells its products in-more than 140 countries. For additional
mformatlon concerning forelgn operations, see Note N of the Notes to Consolidated Fmancxal Statements.

Research and Deve]opment

ZOLL’s research and development -strategy is to continually improve and expand its product lines by
combining existing proprietary technologies, newly developed proprietary technologies and the technologies of
ZOLL's best-in-class partners into new product offerings that provide additional valued benefits to its customers.
ZOLL pursues a multi-disciplinary approach to product design that includes substantial electrical, mechanical,
software and biomedical engineering efforts. The Company is currently focusing research and development
programs in data management, additional product variants of the R Series and AED Plus product lines, next-
generation product platforms, continued clinical trials, expansion of its Jong-term technical research efforts, and
other initiatives., Research and development expenses for 2006, 2005, and 2004 were approximately $23.4
million, $22.9 million, and $18.4 million, respectively.

Manufacturing

. ZOLL’s primary manufacturing facilities are located in Chelmsford, Massachusetts; Pawtucket, Rhode
Island; Plymouth Meeting, Pennsylvania; Sunnyvale, Califomia; and Pittsburgh, Pennsylvania. In Chelmsford,
ZOLL generally assembles its defibrillation devices from components produced to its specifications by ZOLL's
suppliers. In Pawtucket, ZOLL manufactures its electrode products. As of March 2004, as the result of the
acquisition of the assets of Infusion Dynamics, Inc., ZOLL has a manufacturing facility located in Plymouth
Meeting, Pennsylvania that assembles the Power Infuser. As of October 2004, as a result of our acquisition of
Revivant Corporation (now ZOLL Circulation, Inc.), ZOLL has a manufacturing facility located in Sunnyvale,
California, where the AutoPulse is manufactured. As of April 2006, as a result of the Company’s acquisition of
the assets of Lifecor, Inc., the Company’s ZOLL Lifecor subsidiary has a manufacturing facility localcd m
Pmsburgh Pennsylvania, where the LifeVest in manufactured.

Patents and Proprietary Information

ZOLL and its subsidiaries currently hola approximately 85 U.S. and approximately 30 foreign patents, and
numerous pending applications. The Company’s patents and patent applications relate to pacing, defibrillation,
CPR and other resuscitation therapies.

Customers

- There is no customer whose purchases accounted for 10% or more of the Company’s revenues and whose
loss the Company believes would have a material adverse effect on the Company and its subsidiaries taken as a
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whole. Total sales to various branches of the United States military were approximately $20 million in 2006, $14
million in 2005 and $30 million in 2004, No single customer accounted for more than 10% of the Company’s
total net sates or accounts receivable. E CL . J

i

Employees

As of October 2, 2006, ZOLL employed approximately 1,080 people on a full-time basis, nearlS; 1,000 in
the United States and the remainder outside the U.S. None of its employees are subject to collectlve bargaining
agreements. ;

| ' ‘r : I . . | : !
Marketmg and Sales . ' ' . T . | . {

ZOLL operates with sales and managenal staff comprtsed of direct representatwes and their rnanagers
distribution managers, specral account representattves, dlstnbutors and manuafacturer’s representattves
throughout the world. In the United States, the staff is split into dedicated groups, focused on the hospital, EMS,
and public safety markets. In the United States, ZOLL sells products directly to hospitals and EMS and through
distributor, manufacturer’s representatives, and other indirect channels in the public safety market. The
organization is similar in its international markets, and a mix of both direct and indirect channels are maintained
relative to a country’s size and business potcnttal ZOoLL sells its RescueNet and LlfeVest producls through two
separate, dedlcated sales forces . ! : £ . e

Backlog - . o

ZOLL ended ﬁscal 2006 with a backlog of approxtmately $13 miilion. The Company anttcrpates that all of
this backlog will ship during fiscal 2007. As the Company continues to grow, in order to facilitate shipments in
light of the heavy end-of-quarter orders, ZOLL believes it needs to establish a permanent backlog level of orders
that will not be shipped at the end of each quarter. ZOLL believes this will help improve efficiency, lower costs
and improve profitability as it will make it less likely that the Company will be required to incur substantial
additional costs at the end of the quarter. Due to possible changes in delivery schedules, cancellation of orders
and delays in shipments, ZOLL’s backlog at any particular date is not necessanly an accurate predictor of
revenue for any succeeding period.

Govérnment Regulation !

gt : 1 '

. The manufacture and sale of ZOLL’s products are_ subject to extenswe regulation by numerous
govemmental authorities, principally by the Food and Drug Admlmstratlon or FDA and correspondmg foreign
agencies. The FDA administers the Federal Food Drug and Cosmetic Act and the regulations promulgated there
under. ZOLL is subject to the standards and procedures with respect to the manufacture of medical devices and

are subject to inspection by the FDA for compliance with such standards and procedures.

The FDA classifies medical devrces into one of three classes dependmg on the degree of risk assocrated with
each medical device and the extent of control needed to ensure safely and effectiveness. ZOLL’s manual
defibrillation and pacing products have been classified by the FDA as Class 1I devices. ZOLL's AED products
have been classified as Class [Il devices. These devices must secure a 510(k) pre-market notification cleararice
before they can be introduced into the United States market. The process of obtaining 510(k)-clearance typically
takes several months and may involve the submission of limited clinical data supporting assertions that the
product is substantially equivalent.to an aiready approved device or 10-a device that was on the market before the
enactment of the Medical Device Amendments of 1976. o S

Every company that manufactures or assembles medtcal devices is requrred to register wrth the FDA and
adhere to certain “good manufacturing practices” in accordance with the FDA's Quality System Regulation, ‘
which regulates the manufacture of medical devices, prescribes record-keeping procedures and provides for the
routine inspection of facilities for compliance with such regulations. The FDA: also has broad regulatory powers
in the areas of clinical testing, marketing and advertising of medical devices. . '
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Medical device manufacturers are routinely subject to periodic inspections by the FDA. If the FDA believes .
that a company may not be operating in compliance with applicable laws and regulations, it can: -

» place the company under observation and re-inspect the facilities; ‘ :
= issue a warning letter apprising of violating conduct;

*  detain or seize products;

;; mandate a recall;

* enjoin future violations; and

f : » - assess civil and criminal penalties against the company, its officers or its employees

ZOLL i is also subject to regulation in each of the foreign countries where its products are sold. Many of the
| regulatlons appllcable to the Company’s preducts in such ¢ountries are similar to those of the FDA. The national
| health or social security orga.mzatlons of certain countnes requlre that ZOLL’S products be qualified before they
can be markeled in those countnes

[l
.4

Investor Information

Financial and other information relating-to the Company can be accessed from the Company’s main Internet
website (http://www.zoll.com) by clicking on “Investor Relations”. Information on,-or linked, to, our website is
not part of this Annual Report on Form 10-K. The Company makes available, free of charge, copies of its annual
reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to those
reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended
or the Exchange Act, as soon as reasonably practicable after filing such material electronically or otherwise
furnishing it to the SEC. A copy may also be obtained upon written request to the Company at Stockholder
Relations, ZOLL Medical Corporauon 269 Mill Road, Chelmsford, MA 01824-4105+

Item 1A, Risk Factors.

If We Fail to Compete Successfully iri the Future agamst Ex:stmg or Potential Competitors, Our Operating
Results May Be Adversely Affected

Qur principal global competitors with respect to our entire cardiac resuscitation equipment product line are
Medtronic Emergency Response Systems (Medtronic ERS) and Royal Philips Electronics (Philips). Medtronic
ERS is a subsidiary of Medtronic, Inc., a leading medical technology company and has been the market leader in
the defibrillator industry for over 20 years. As a result of Médtronic’s dominant position in this industry, many
potential customers have relationships with Medtronic that could make it difficult for us to continue to penetrate
the markets for our products. In addition, Medtronic and Philips and other competitors each have significantly
greater resources than we do. Accordingly, Medtronic, Philips and other competitors could substantially increase
the resources they devote to the development and marketing of products that are competitive with ours. These
and other competitors may develop and successfully commercialize medical devices that directly or indirectly
accomplish what our products are designed to accomplish in a superior and/or less expensive manner. In
addition, although our biphasic waveform technology is unique, our competitors have devised alternative
biphasic waveform technology. Medtronic recently announced its intention to spin off its external defibrillator
business into a separate publlcly -traded company. How this development w1ll affect the competitive landscape is
unclear.

There are a number of smaller competitors in the United States, which include Cardiac Science:Corporation,
Welch Allyn, Inc., HeartSine Technology, and Defibtech. Internationally, we face the same competitors as in the
United States as well as Nihon Kohden, Corpuls, Schiller, and other local competitors. It is possible the market
may embrace these competitors’ products, which could negatively impact our market share.

Additional companies may enter the market. For example, GE Healthcare has announced its intention to
enter the hospital market through cooperauon with Cardiac Science Corporation. Their success may impair our
ability to gain market share. _ ' .
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.In addition to external defibrillation and external pacing with cardiac resuscitation equipment, it is possible
that other alternative therapeutic approaches to the treatment of sudden cardiac arrest may be developed. These
alternative therapies or approaches, including pharmaceutical or other alternatives, could prove to be superior to
our products. . L _

There is significant competition in the business of developing and marketing software for data collection,
billing, scheduling, dispatching and management in the emergency medical system market. Qur principal

competitors in this business include Medusa Medical Technologies, Inc., Healthware Technologies, Inc., Safety
Pad Software, ImageTrend, Inc., eCore Software’ Solutions, Inc.,” PDSI' Software, Inc.’ EnRoute Emergericy
Systems (formerly Geac Computer Corporation, Lid.), DocuMed, Inc., Tritech Software Systems, Inc., Ortivus
AB, RAM Software Systems, Inc., Intergraph Corporation, AmbPac, Inc., Roam-IT, ESO Solutions, Golden
Hour and Innovative Engineering, some of which have greater financial, technical, research and development and
marketing resources than we do. Because the barriers to entry. in this business. are relatively low, additional
competltors may easily enter this market in the future. It is possible that systems developed by competltors could
be superlor to our data management system. Consequently, our ablhty to sell our data management system could
be materially affected and our financial results could be matenally and adversely affected. '

b
r L . v T . .o v

It is Possible that if Competitors Increase Their Use of Price Discounting, Our Gross Margins Could Decline

Some competitors have, from time to time, used price discounting in order to attempt to gain market share.
If this activity were to increase in the future it is possible that our gross margin and overall profitability could be
adversely affected if we decided to respond in kind. .

' . - ) . PR S e [ '
For example Philips has selectlvely used a discounted price strategy to he!p -them sell, pamcularly in- the
EMS market. If we are unable to sufficiently differentiate our product advantages, we may be forced. to reduce
our prices.

' ' . i . . ,

Our Operating Results are Likely to F lt‘tctuttre' Which Could Cause Our Stock Price to be Volatile, anti the .
Annczpanon of a Volatile Stock Prtce Can Cause Greater Volattltty

Our quarterly and annual operating results have fluctuated and may contmue to ﬂuctuate Va.rlous factors
have and may continue to affect our operating results, mcludmg

Y W - ¥

*  high demand for our products, which could disrupt our normal factory uttltzatton and cause shlpments to
occur in uneven patterns; - - : - . .

* variations in product orders;
+ timing of new product mtroductlons

* temporary disruptions of buymg behavror due to changes 1n technology (e ., shift to biphasic
technology); '

. changes in distribution channels;

* actions taken by our competitors such as the mtroductron of new products or the offenng of sales
incentives; . .

"s* the ability of our sales forces to éffectively market oqr products;”’
+ supply interruptions from our single-source vendors; ’ .

* temporary manufacturing dlsrupttons

+
4 + N .

. regulatory actions, mcludmg actions taken by the FDA or similar agencres and

. delays in obtaining domestic or forelgn rcgulatory approvals. - - . aoeT
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A large percentage of our sales are made toward the end of each quarter. As a consequence, our quarterly
financial results are often dependent on the receipt of customer orders in the last weeks of a quarter. The absence
of these orders could cause us to fall short of our quarterly sales targets, which in turn could cause our stock price
to decline sharply. As we grow in size, and these orders are received closer to the end of a period, we may not be
able to manufacture, test, and ship all orders in time to recognize the shipment as revenue for that quarter.

Based on these factors, period-to-period comparisons should not be relied upon as indications of future
performance. In anticipation of less successful quarterly results, parties may take short positions in our stock. The
actions of parties shorting our stock might cause even more volatility in our stock price. The volatility of our
stock may cause the value of a stockholder’s investment to decline rapidly.

The AED PAD (Public Access Defibrillation) Business is Highly Dynamic. If We are Not Successful in '
Competing In This Market, Our Operating Results May be Affected.

The PAD market has many new dy'riaiﬁics_. This market involves many new types of non-traditional
healthcare distributors, and the efficiency of these distributors may not be ‘as robust as we expect. These new
types of distributors may present credit risks sincé they may not be well established and may not have the
necessary business volumes. In addition, we may not be successful in gaining greater market acceptance of our
AED Plus into alternative PAD markets if our PAD distributors are not successful. All of these items could cause
our operating results to be unfavorably affected.

We have noticed that as the PAD market has grown, there have been an increasing number of smaller,
start-up companies entering the market. In order to gain market share, these companies compete mainly on price.
If these companies are able to capture a larger market share with lower prices, this may cause declining prices
and negatively affect our operating results. Also the internet is playing a bigger role in generatmg sales of AEDS
This could result in lower pricing. =~ - :

Two of our major competitors have entered the home market. We also sell to the home market and if our
plan tumns out to be less effective or efficient, we might have difficulty building market share.

We Acquired New Products Such as the AutaPulse, Power Infuser, and LifeVest. If We Are Not Successful in
Growing Our Business with These Products, Our Operating Results May Be Affected

We have acquired the AutoPulse, an automated non-invasive cardiac support pump, the Power Infuser, a
device that provides highly controlled, rapid delivery of intraveneous (IV) fluids to trauma victims, and the
LifeVest, a wearable external defibrillator system. As part of the successful development of the market for these
products, where applicable, we must:

+ establish new marketing and sales strategies;

* identify respected health professionals and organizations to champion the products;

+  work with potential customers to develop new sources of unbudgeted funding;

* conduct successful clinical trials; and

* achieve early success for the product in the field.

If we are delayed or fail to achieve these market development initiatives, we may encounter difficulties
building our customer base for these products. Sub-par results from any of these items, such as inconclusive

results from clinical trials (for example, the ASPIRE trial of the AutoPulse), could cause our operating results to
be unfavorably affected. ‘

Our Approach to Our Backlog Might Not Be § uccessful

We desire to mamtaln a backlog in order to generate operatmg efﬁcnenc:es If order rates are insufficient to
maintain such a backlog, we may be subject to operating inefficiencies.
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We May be Required to Implement a Costly Product Recall

In the event that any of our products prdves to be defective, we can voluntarily recall, or the FDA could
require us to redesign or implement a recall of, any of our products. Both our larger competitors and we have, on
numerous occasions, voluntarily recalled products in the past, and based on this experience, we believe that
future recalls could result in significant costs to us and significant adverse publicity, which could harm our ability

to market our products in the future. Though it may not be possible to quantify the economic impact of a recall, it
could have a material adversc effecl on our busmess financial condmon and results of operations.

' .

Changes in the Healthcare Industry May Requiré Us to Decrease the Selling Price for Our Products or Could
Result in @ Reduction in the Size of the Market for Our Products, Each of Which Could Have a Negative

Impact on Our Financial Performance . . . |

Trends toward managed care, healthcare cost containment, and other changes in government and private
sector initiatives in theé United States and other countries in which we do business are placing increased emphasis
on the delivery of more cost-effective medical therapies, which could adversely affect the sale and/or the prices
of our products. For example:

* major third-party payers of hospital and pre-hospital services, in¢luding Medicare, Medicaid and private
healthcare insurers, have substantially revised their payment methodologies during the last few years,
which_has resulted in stricter standards for reimbursement of hospital and pre-hospital charges for
certain medical procedures;

«  Medicare, Medicaid and private healthcare insurer cutbacks could create downward price pressure in the
cardiac resuscitation pre-hospital market;

« numerous ‘legislative proposals have been considered that would result in major reforms: in the U.S.
healthcare system that could have an adverse effect on our business;

s there has been a consolidation among healthcare facilities and purchasers of medical devices in the
United States who prefer to limit the number of suppliers from whom they purchase medical products,
and these entities may decide to stop purchasing our products or demand discounts on our prices;

o thereis economic pressure to contain healthcare costs in international markets;

.» there are proposed and existing laws and regulauons in domestic and mtematlonal markets regulating
pricing and profitability of companies in the healthcare industry; and .

» there have been initiatives by third-party payers to challenge the prices charged for medical products,
which could affect our ablhty to sell products on a competitive basis. )

Both the pressure to reduce prices for our producls in response o0 these trends and the decrease in the size of
the market as a result of these irends could adversely affect our levels of revenues and profitability of sales,
which could have a material adverse effect on our business.

Geneml Economic Conditions May Cause Our Customers to Delay Buymg Our Products Resulting in Lower
Revenues

The national economy of the United States and the global economy are both subject to economic downturns.
An economic downturn in any market in Wthh we sell our products may have a significant impact on the ability
of our customers, in both the hospital and pre- hospltal markets, to secure adequate funding to buy our products or
might cause purchasing decisions to be delayed. Any delay in purchaslng our products may result in decreased
revenues and also allow our competitors additional time to develop products that may have a competitive edge,
making future sales of our products more difficult. '

For example, over the last few years in the U.S., many states experienced deficits and shortfalls of revenue
to cover expenditures. As a result, states cut their spending and support to local cities and towns, who then in turmn
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reduced their spending. for capital equipment purchases for their EMS services. We believe that this had a
negative impact on our revenues in the North American EMS market.

We Can be Sued for Producing Defective Products and We May be Required to Pay Significant Amounts to
Those Harmed If We are Found Liable, and Our Business Could Suffer from Adverse Publicity

The manufacture and sale of medical products such as ours entail significant risk of product liability claims,
and product liability claims are made against us from time to time. Our quality control standards comply with
FDA requirements and we believe that the amount of product liability insurance we maintain is adequate based
on past product liability claims in ()uf industry. We cannot be assured that the amount of such insurance will be
sufficient to satisfy claims made against us in the future or that we will be able to maintain ifisurance in the future
at satisfactory rates or in adequate amounts. Product liability claims could result in significant costs or litigation.
Several product liability lawsuits are currently pending. A successful claim brought against us in excess of our
available insurance coverage or any claim that results in significant adverse publicity against us could have a
material adverse effect on our business, financial condition and results of operations.

Recurring Sales of Electrodes to Our Customers May Decline

We typically have recurring sales of electrodes to our customers. Other vendors have developed electrode
adaptors that allow generic electrodes to be compatible with our defibrillators, If we are unable to continue to
differentiate the superiority of our electrodes over these generic electrodes, our future revenue from the sale of
electrodes could be reduced, or our pricing and profitability could decline.

Failure to Produce New Products or Obtain Market Acceptance for Our New Products in a Timely Manner
Could Harm Our Business

Becausé substantially all of our revenue comes from the sale of cardiac resuscitation devices and related
products, our financial performance will depend upon market acceptance of, and our ability to deliver and
support, new products. We cannot be assured that we will be able to produce viable products in the time frames
we currently estimate. Factors which could cause delay in these schedules or even cancellation of our projects to
produce and market these new products include: research and development delays, the actions of our competitors
producing competing products, and the actions of other parties who may provide alternative therapies or
solutions which could reduce or eliminate the markets for pending products.

The degree of market acceptance Qf any of our products will depend on a-number of factors, inclutlj'ing:
« our ability to develop and introduce new products in a limlcly manner;

*  our ability to successfully implement new product technologies; C
« the market’s readiness to accept new products;

* the standardization of an automated platform for data management systems;

+ the clinical efficacy of our products and the outcome of clinical trials;

» the ability to obtain timely regulatory approval for new products; and

» the prices of our products compared to the pricés of our competitors’ products.

If our new products do not achieve market acceptance, our financial performance could be adversely
affected. '
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Our Dependence on Sole and Single Source Suppliers Expoees Us to Supply Interruptions and Manufacturing
Delays Caused by Faulty Components That Could Result in Product Delivery Delays and Substantial Costs to
Redesign Our Products

Although we use many standard parts and components for our products, some key components are
purchased from sole or single source vendors for which alternative sources at present are not readily available.
For example, we currently purchase proprietary components, including capacitors, display screens, gate arrays
and integrated circuits, for which there are no direct substitutes. Our inability to obtain sufficient quantities of
these components as well as our limited ability to deal with faulty components may résult in future delays or
reductions in product shipments, which could cause a fluctuation in our results of operations. :

These or any other components could be re[;]aced with alternatives from other $uppliers, which could
involve a redesign of our products. Such a redesign could involve considerable time and expense. We could be at
risk that the supplier might experience difficulties meeling our needs. - .
o . o . . . ,

If our manufacturers are unable or unw1llmg to continue manufacturmg our components in.required
volumes, we will have to transfer manufacturing to acceptable alternative manufacturers whom we have
identified, which could result in significant interruptions of supply. The manufacture of these components is
complex, and our.reliance on the suppliers of these components exposes us to potential production difficulties
and quality variations, which could negatively impact the cost and timely delivery of our products.: Accordingly, .
any significant interruption in the supply, or degradation in the quality, of any component would have a material
adverse effect on our business, financial condition and results of operations.

e . * . o ' . v ' e

We May Not be Able to Obtain Appropriate Regulatory Approvals for Our New Products

"The manufacture and sale of our products are subject to reguldtion by numerous governmental authorities,
principally the FDA and corresponding state and foreign agencies. The FDA administers the Federal Food, Drug
and Cosmetic-Act, as amended, and the rules and regulations promulgated thereunder. Some of our products have
been classified by the FDA as Class II devices and others, such as our- AEDs, have been classified as Class 111
dévices. All of these devices must secure a 510(k) pre-market notification clearance before théy can be
introduced into the U.S, market. The process of obtaining 510(k) clearance typically takes several months and
may involve the submission of limited clinical data supporting assertions that the product is substantially
equivalent to an already approved device or to a device that was on the market before the Medical Device
Amendments of 1976. Delays in obtaining 510(k) clearance could have an adverse effect on the introduction of
future products. Moreover, approvals, if granted, may limit the uses for which a product may be marketed which
could reduce or ellmmate the commerc1al benefit of manufactunng any ‘such product. ) t

. ° D L

We are also subject to regulatien ‘in each of the fdfeign countries in which we sell products. Many of the

regulations applicable to our products in such countries are similar to those of the FDA. However, the national

health or social securlty organizations of certain countries require our products to be qualified before they can be
marketed in mose countries. We cannol be assured that such clearances will be obtamed

If Wé' Fail'to Comply With Applicable Regulatory Laws and Regulations, the FDA dnd Othér U.S. and
Foreign Regulatory Agencies Could Exercise Any of Their Regulatory Powers, which Could Have a Matérial
Adverse Effect on Our Biisiness

Every company that manufactures or assembles medical devices is required to register with the FDA and'to
adhere. to certain quality systems, which. regulate the manufacture of medical devices and prescribe record
keeping procedures and provide for the routine inspection of facilities for compliance with such regulations. The
FDA also has broad regulatory powers in the areas of clinical testing, marketing and advertising of medical
devices. To ensure that manufacturers adhere to good manufacturing practices, medical device manufacturers are
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routinely SLijCCt to pertodic inspections by the FDA If the FDA believes that a company may-not be operating in
compliance with applicable laws and regulations, it could take any of the following actlons !

» place the company under observation and re-inspect the facilities;
* issuea w'arning letter gpprisihg 'éf violating conduct;

« ' detain or seize products; g .

« mandate a recall; N

* cnjoin future violations; and :

' -

« assess civil and criminal penalties against the company, its officers or its employees.

We, like most of our U.S. competitors, have received warning letters from the FDA in the past, and may
receive warning letters in the future. We_ have' always complied with the warning letters we have received.
However, our failure to comply with FDA regulations could result in sanctions being imposed on us, including
restrictions on the marketing orrecall of our products These sanctions could have a material adverse effect on
our business. : ‘

.
K . s ' ' ‘

If a foreign regulatory agency believes that we ‘are not operating in-compliance with their laws and
regulations, they could prevent us from selling our products in lhelr country, which could'have a material adverse
effect on our business. . : :

We are Dependent upon Licensed and Purchased Technology for Upgradeable Features in Our Products and
We May Not Be Able to Renew These Licenses or Purchase Agreements in the Future

We license and purchase technology from third parties for upgradeable features in our products, including a
12 lead analysis program, SPO2, E1CO2, and NlBP technologies. We anticipate that we will need to license and
purchase additional technology to remain competitive. We may not be able to fenew our existing licenses and
purchase agreements or to license and purchase other technolog:es on commercially reasonable terms or at all. If
we are unable to renew our existing licenses and purchase agreements or we are unablc to license or purchase

new technologles we may not be able to ‘offer competitive products.

Ve
1 - «

Fluctuauons in Currency Exchange Rates May Adversely Ajfect Our Internatwnal Sales

Our revenue from international operatlons can be denommated in or sngmficantly mﬂuenced by the currency
and general economic climate of the country in which we make sales. A decrease in the va]ue of such foreign
" currencies relative to the U.S. dollar could result in downward price pressure for our products or losses from
currency exchange rate fluctuations. As we continue to expand our international operations, downward price
pressure and exposure to gains and losses on foreign currency transactions may increase.

We may continue our use of forward contracts and other instruments in the futtire to reduce our exposure to
exchange rate fluctuations from intercorripany accouits receivable and budgeted intercompany sales to our
subsidiaries denominated in foreign currencies, and we may not be able to do this successfully Accordingly, we
may experience economic loss and a negative impact on our results of operations and, equnty as a result of foreign
currency exchange rate fluctuations. . . .

. .

Our Current and Future Investments May Lose Value in the Future

For example, we hold an investment in Advanced Circulatory Systems, Inc. (formerly ResQSystems,. Inc.)
and may in the future invest in the securities of other companies and participate in joint venture agrecments.
These investments and future investments are subject to the risks that the entities in which we invest will become

bankrupt or lose money. ‘ - .
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Investing in other businesses involves risks- and no assurance can be made as'to the profitability of any
investment. Our inability to identify profitable investments could adversely affect our financial condition and
results of operations. Unless we hold a majority position in an investment or joint venture, we will not be able to
control all of the activities of the companies in which we invest or the joint ventures in which we are
participating. Because of this, such entities may take actions against our wmhes and not in furtherance of, and
even opposed to, our business plans and objectives. These investments are also subject to the, sk of 1rnpasse if
no one party exercises ultimate control over the business decisions.

R . \ » , L N . e . o . -y S 3 I . L
Future Changes in Applicable Laws and Regulations Could Have an Adverse Effect on Our Business -
Federal, state or foreign.governments may change existing laws or regulations or adopt new laws or

_regulatlons that regulate our industry. Changes in or adoption of new laws or regulations could result in the
following consequences that would have an adverse effect on our business:

¥

* regulatory clearance previously received for our products could be revoked;

* costs of compliance could increase; or

* we may be unable to comply with such laws and regulations so that, we would be unable to sell our
products.

ot ,

Compliance With Changing Regulation of Corparate Governance, Publ:c Disclosure and Accounung Marters
May Result i in Addmonal Expenses :

Changing Iaws regulauons and standards relatmg to corporate govemance and public disclosure, including
the Sarbanes-Oxley Act of 2002 and rules subsequently implemented by the SEC and The NASDAQ Stock
Market, as well as new accounting pronouncements, are creating uncertainty and additional ,complexities for
companies. To maintain high standards of corporate governance and public disclosure, we continue to invest
resources to comply with evolving standards. This investment may result in increased general and administrative
expenses and a diversion of management time and attention from revenue-generating and cost-management
activities. ' ' "

* The provisions of Section 404 of the Sarbanes-Oxley Act of 2002 first applied-to us for the fiscal year 2005.
Accordingly, we completed a project to document; review, test, evaluate and conclude on our systems of internal
controls. We have also completed our testing of our internal control systems and we did not identify any material
weaknesses in our system of internal controls in either fiscal 2005 or fiscal 2006, As we move through fiscal
2007, we will continue to monitor our internal control environment and perform testing as required by
Section 404 rules, There can be no guarantee that, in the future, we will not detect the existence of a material
control weakness. Disclosure of a material weakness in our system of internal control may cause our stock price
to fluctuate significantly. '

"‘ s LR 1 . . . '

Uncertain Customer Decision Processes May ‘Result’ in- Long Sales Cycles, Which Could Result in
Unpredictable F luctuations in Revenues and Delay the Replacement of Cardiac Resuscitation Devices’

"Many of the customers in the pre-hospllal market consist of municipal fire and cmergency,medlcal systems
departments. As a result, there are numerous decision-makers and governmental procedures in the decision-
makmg process. In addition, decisions at hospitals concerning the purchase of new medical devices are
somenmes made on a depanment by-department basis. Accordmgly, we believe the. purchasing decisions of
many of our customers may be characterized by long decision- makmg processes, whlch have resulted in and may
continue to result in long sales cycles for our products. For example, the sales cycles for cardiac resuscitation
products typically have been between six and nine months, although some sales efforts have taken as long as two
years.
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Reliance on Domestic and International Distributors to Sell Our Products Exposes Us to Business Risks That
Could Result in Significant Fluctuations in Qur Results of Operations NI L e

Allhough we perform -Credit asséssments’ with sales to distributors, payment by the drstnbutor may be
affected by'the financnal stability of 'the customers to which the distributor sells. Future sales to d1str1butors may
also be ‘affected by the dlstnbutor s ability to successfully sell our products to thetr customers Elther of these
scenarios could result in s:gmﬁcant ﬂuctuatlons 1n our results of operatrons b, .

Our Internatwna[ Sales Expose Our Business to a Vanet‘y of Rtsks That Coula' Result in Stgmﬁcant
Fluctuations int Our Restilts of Operations* ™"~ St

Approxrmately 27% of our sales for the” year ’ended’ October 1, 2006 were-madeto foreign’ purchasers and
‘we plan to increase the sale of our products to foreign’ purchasers in the future. 'A's a fesult, a significant portion
of our sales is and will continue to be subject'to the tisks of mtematronal businéss, including; RN

v, e ., P .

» fluctuations in foreign curréncies; '
" I'_ . . ' L J'.l ' r ': Al ,'.

= trade disputes;
. " . e Co e T
' *«* changes in regulatory requirements, tariffs'and other barriers;

- smememconsequencestofafailurestorcomplyawithulisSwlawaandsregulationssconcerningythe conduct of business
outside the U.S ; '

Y - . S i ~|
» the possrblhty of quotas, duties, taxes or other changes or restrictions upon the 1mportatlon or
exportatlon of the products bemg lmplemented by the United States or these forelgn countnes

o y

* . timing and avarlabrhty of rmport/export hcenses Co L e L .o -

O ! . + '

. polrtrca] and economrc mstabllrty,

i LY PR H " I ] e e

., » higher. cred1t nsk and difficulties in accounts receivable collecuons . RS e

. increased tax exposure if our ‘revenues in foreign countries are subject to taxatioh by more than one
jurisdiction;

-t,»  accepting customer purchase orders governed by foreign laws, which may differ significantly from U.S.
. laws .and limit our, ability to enforce our rights- under such agreements and to collect damages if

awarded, P S L : . o
+ - war on terrorism; ' b | S o
.‘. 'disruption in the international transportation industry'; and | ) ) . .
¢ iisé of international distribirtors. : : -

HEY

As international sales become a larger portion of our total sales, these risks-could create significant
fluctuations in-our results of operations. These risks could affect our ability to resel} trade-in products to domestic
distributors, who in, turn often resell the trade-in products in international markets. Our inability to sell trade-in
products might requlre us to, offer lower trade-in values, which might impact our ability to sell new products to

customers desmng to trade in older models and then purchase newer products
o R et

LY - .

We intenid to eontmue to expand our “direct sales forces'and our marketmg support for these sales forces. We
intend'to continué to expand these areas, but if our sales forces are not effectrve or if there is a sudden decrease
in the markets where we have drrect operauons we could be adversely ‘affected. ! b

s .
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We May Fail to Adequately Protect. or Enforce Our Intellectual Property Rights or Secure Rights to Third
Party Intellectual Property, and Our Competitors Can Use Some of Our Previously Proprietary Technology

" Our success will depend in part on our ability to obtain and maintain patent protection for our products,
methods, processes and other technologies, to preserve our trade secrets and to operate without infringing the
proprietary rights of third parties. We hold approximately 85 U.S. and 30 foreign patents for our various

inventions and technologies. Additional patent applications have been filed with the U.S. Patent and Trademark
Office and outside the U.S. and are currently pending. The patents that have been granted to us are for a
definitive period of time and will expire. We have filed certain corresponding foreign patent applications and
intend to file additional foreign and U.S. patent applications as appropriate. We cannot be assured as to:

= the degree and range of protection any patents will afford against competitors with similar products;
* if and when patents will be issued; )

* whether or not others will obtain patenm claiming aspects 51mllar to those covered by our patent
applications;

* whether or not competitors will use information contained in our expired patents;
»  whether or not others will design around our patents or obtain access to our know-how; or

« the extent to which we will be successful in avoiding any patents granted to others,

We have, for example, patents and pending patent applications for our proprietary biphasic technology. Our
competitors could develop biphasic technology that has comparable or superior clinical efficacy to our biphasic
technology and if our patents do not adequately protect our technology, our competitors would be able to obtain
patents claiming aspects similar to our biphasic technology or our competitors could design around our patents.

If certain patents issued to others are upheld or if certain patent applications filed by others issue and are
upheld we may be: ‘

ten requlred to obtain licenses or redesign our products or processes to avoid infringement;

» prevented from practicing the subject matter claimed in those patents; or

. required to pay damages.

There is substantial ]mgauon regarding patent and other intelleciual property nghts in the medical device
mdustry some of which involves the Company. Litigation or administrative proceedings, including interference
proceedings before the U.S. Patent and Trademark Office, related to intellectual property rights have been and in
the future could be brought against us or be initiated by vs. Adverse determinations in any patent litigation could
subject us to significant liabilities to third parties, could require us to seek licenses from third parties and could, if

licenses are not available, prevent us from manufacturing, selling or using certain of our products, some of which
could have a material adverse effect on-the Company. In addmon the costs of any such proceedings may be
=substamlal whether or not we are successful ‘ B

Our success is also dependenl upon the skills, knowledge.and experience, none of which is patentable, of
our scientific and-technical personnel. To help protect our rights, we require all U.S. employees, consultants and
advisors to enter into-confidentiality agreements, which prohibit the disclosure of confidential information to
anyone outside of our Company and require disclosure and assignment to us of their ideas, developments,
discoveries and inventions, We cannot be assured that these agreements will provide adequate protection for our
trade secrets, know-how or other proprietary information in the event of any unauthorlzed use or disclosure of the
lawful development by others of such 1nformauon
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Reliance on Overseas Vendors for Some of the Components for Our Products Exposes:Us to International
Business Risks, Which Could Have an Adverse Effect on Qur Business . - . . :

Some of the components we use in our products are acquired from foreign manufacturers, particularly
countries located in Europe and Asia. As a result, a significant portion of our purchases of components is subject
to the risks of international business. The failure to obtain these components as a result of any of these risks can
result in significant delivery delays of our products, which could have an adverse effect on our business.

' ’

We May Acquire Other Businesses, and We May Have thﬁculty Inregranng These Busmesses or Generating
an Acceptable Return from Acquisitions =~ _ v

- M, ae - .~

LR -"mwm

We acquired Revivant {(now ZOLL Circulation, Inc.) and the assets of Infusion Dynamics and Lifec¢or { (now
ZOLL Lifecor Corporation), and we may acquire other companies or make strategic purchases of interests in
other companies related to our business in order to grow, add product lines, acquire customers or otherwise
attempt to gain a competitive advamage in new or existing markets. Such acquisitions and investments may
involve the following risks:

* our management may be distracted by these acquisitions and may. be- forced to divert a significant
amount of time and energy into integrating and running the acquired businesses;

! H
+

+ we may face difficulties associated with financing the acquisitions;
' i

* we may face the inability to achieve the desired outcomes justifying the acquisition;

*  we may face dlfﬁcultles mtegratmg the acqmred business’ operauons and personnel and
\,

+  we may face dlfﬁcu]tles incorporating the acquired technology into our ex1stmg product lines.

Intangibles and Goodw:ll We Currentiy Carry on Qur Balance Sheet May Become Impaired.

At October l 2006, we had approxnmately $54 million of goodwill and mtanglble assets on our balance
sheet. These assets are subject to impairment if the cash flow that we generate from these assets specifically, or
our business more broadly, are insufficient to justify the'carrying value of the assets. Factors affecting our ability
to generate cash flow from these assets include, but are not limited to, general market conditions, product
acceptance, pricing and competition, dmlnbuhon costs of production and operations.

Provisions in Qur Charter Documents, Our Shareholder Rights Agreement and State Law May Make It
Harder for Others To Obtain Control of ZOLL Even Though Some Stockholders Might Consider Such a
Development to be F. avorable

Our board of directors has the authority to issue up te 1,000,000 shares of undesignated preferred stock and
to determine the rights, preferences, privileges and restrictions of such shares without further vote or action by
our stockholders. The rights of the holders of common stock will be subject to, and may be adversely affected by,
the rights of the holders of any preferred stock that may be issued in'the future. The issuance of preferred stock
could have the effect of making it more difficult for third parties to acquire a majority of our outstanding voting
stock. In addition, our restated articles of organization provide for staggered terms for the members of the board
of directors, which could delay or impede the removal of incumbent directors and could make a merger, tender
offer or proxy contest involving the Company. more difficult. Our restated articles of organization, restated
by-laws and applicable Massachusetis law also impose various procedural and other requirements that could
delay or make a merger, tender offer or proxy contest involving us more difficult. - . . o

L - . ) o .

We have also implemented a so-called poison pill by adopting our sharchelders. rights agreement. This
poison pill significantly increases the costs that would be incurred by an unwanted third party acquirer if such
party owns or announces its intent to commence a tender offer for more than 15% of our outstanding common
stock or otherwise “triggers” the poison pill by exceeding the applicable stock ownership threshold. The
existence of this poison pill could delay, deter or prevent a takeover of the Company,
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“All of these provisions could limit the price that investors might be willing to pay in the future for shares of
our commen stock, which could preclude our shareholders from recogmzlng a premlum over the prevalhng
markét price of our stock. -

We Have ' Only  One Manufacturing Facility for Each of Our Major Products and Any Damage or
Incapacitation of Any of the Facilities Could Impede Qur Ability to Produce These Products ’

{We have only one manufacturing facility for each of our major products. Damage to any such facility could
render us unable to manufactufe thé relevant product or require us to reduce the output of products at the
damaged facility. I addition, a severe weather event, other natural disaster or any other significant disruption
affecting a facility occurring late in"a quarter could make it difficult to meet product shipping targets. Any of
these events coyld materially and adversely impact our business, financial condition and results of operations.

L

Item 1B. Unresolved Staff Comments.
Nm applicable.

. ) K] . , . . . +
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Item 2. Prupejrties. v S L o

Our executive headquarters are located in Chelmsford, Massachusetts, along with our research and
development and our- defibrillator manufacturing operations. The Chelmsford facility offers approximately
155,000 square feet of leased office, warehouse and assembly space. We own a 33,000 square foot building in
Pawtucket, Rhode Island, where we manufacture our electrode products and conduct related research and
development. We lease approximately 40,000 square feet in Broomfield, Colorado, where our ZOLL Data
Systems data management software business ‘offices are-located. We 'lease ‘an approximate 19,000 square foot
manufactunng fac:lhty in Sunnyvale, California, where the AutoPulse is manufactured. We lease approximately
18,000 square feet in Pmsburgh Pennsylvania where our. ZOLL Lifecor manufacturing facility is located. We
lease: an approximate- | ,500 square foot manufacturing facility in' Plymouth’ Meeting, Pennsylvania, where the
Powier, Infuser is ‘manufacturéd by, our "Infusion Dynamics d1v151on ‘We also lease administrative offices in
Manchester, England; Dodew?ard, the Nethérlands; Cologne, Gérmany; Sydney, Australia; and Mnss1ssauga
Ontario, Canada.

4.
-
'
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Item 3. Legal Proceedings.

In October 2005, a lawsuit was brought against ZOLL Data Systems, Inc., a wholly owned subsidiary of the
Company' (ZDS), by Adept Computer 'Solutions, Inc. in the U.S. District Court for the District of Colorado
(Adept- Computer Solutions, Inc. v."ZOLL Data Systems and John Dces 1-20). Plaintiff alleges that ZDS
incorporated one of the plaintiff’s, software products into a ZDS product that was distributed to ZDS customers.
Plaintiff ciaims breach of contract eopyrlght mfnngemem lrademark violations, and unfair compelmon
Plaintiff amended its complaint .in March’ 2006 lo add claims of alleged violations of the D1g1ta1 Millennium -
Copynght Act. The Company is defending itself v:gorously in this litigation, and believes, that any hablhty that
ZDS may have to the plaintiff in this matter would not have a material adverse impact on its financial condition,
results of operations or cash flow. However, the litigation process is inherently uncertain, and the Company can
make no assurances as to the ultimate outcome of this matter.

The Company is, from time to time, involved in the normal course of its business in various other legal
proceedings, including intellectual property, employment and product liability suits. Although the Company is
unable to quantify the exact financial impact of any of these matters, it believes that none of these other currently
pending matters will have an outcome material to its financial condition or business.

Item 4. Submission of Matters to a Vote of Security Holders.

Not Applicable.
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PARTII

Item 5. Market for Registrant’s Common Eduity and lielated Stockholder Mattens and Issuer Purchases
of Equity Securities.

Our Common Stock is traded on the NASDAQ Global Select Market under the symbo] “ZOLL.” The
following table sets forth the high and low sales prices during the fiscal quarters specified: .

Sales Prices
2006 - 2005
High Low High - Low
"FArSt QUATET .« .2 5w e e T $2740  $2227 $36.84  $30.34
Second QUAMET ..o e 2749 23677 3599  22.00
Third QUAMET . . ...\ttt et 3318 . 2576 2650 2007
FourthQuarter ........... ... . i 3969 3190 - 2861 - 2418

" We have never declared or paid cash dividends on our capital stock. We currently intend to retain any current and
future earnings to finance the growth and development of our business and, therefore, do not annc:lpate paymg
any cash dividends in the foreseeable future. ‘

believe there are approxlmately 7 650 beneficial holders of Our common stock we

. R

Equity Compensation Plan Information

Number of securities remaining

Number of securities to be ' ~available for future issuance
.. issued upon exercise of . Weighted-average exercise under equity compensation
outstanding options, warranis  price of outstanding options, - plans (excluding securities .
Plan Category ’ : and rights : warrants and rights ...»» .reftected in column a)
Equity compensation plans ’ ' -
approved by security
holders ............... 1,286,601(1) $30.49 562,061(2)
Equity compensation plans ‘
not approved by security o o ‘ .
~holders ............... , 0 p . N/A ) 0
Total ........ s PR . 1,286,601(1) .. 3049 o 562 061(2)

(1) Does not include 19,050 shares of resmcted common stock issuéd under the Amended and Restated 2001
Stock Incentive Plan, since such shares are'issued and outstanding. )

) (2) Includes 40,950 shares available for issuance as reslncted common stock under the Amended and Restated

- 2001 Stock Incentive Plan. ' e _ S

ERF
1

ey
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Item 6. Selected Financial Data, - - ' oo
ZOLL Medical Corporation- . ‘ ) . .
? Consolidated Five-Year Financial Summary ‘
. . : FISCAL YEAR
(000’s omitted, except per share data) "' - ' 2006 2005 2004 -2003 2002
Income Statement Data L,
Netsales ....ovnnier i $248,849 $211,340 $211,785 $184,603 $150,227
Costof goodssold ................. e 108,565 92,325 92,545 81,477 65,274
Grossprofit............coviiiinnt. PR 140,284 . 119,015 119,240 103,126, 84,953
Expenses:
Selling and marketing . ..................... 79416  .75,838 74,946 59,461, 48,645
General and administrative ...... S 22,417 18,667 14,504 12,404 11,193
Research and development .. ................ 23,394 22,896 18,376 14,115 11,536
Total expenses ...... R 125227 117,401 ~ 107,826 85,980 71,374
Income from operations ................co0ivias . 15,057 1,614 11,414 17,146 13,579
Investment and otherincome ................. ... 2,082 572 1,323 2,033 1,595
Income before income taxes .. .............. AT 17,139 2,186 ... 112,737 19,179 15,174
Provision for income taxes ....... e 5,999 223 3,781 6,329 4,944
Netincome ............... . ,‘. i $ 11,140 $ 193 § 895 $ 12,850 $ 10,230
Basic earnings per common share ... .. ... ...... $ 116 $ 021 $ 097 & 142 % LIS
Weighted average common shares outstanding ... . .. 9,643 9,565 9191 9,030 8,019
Diluted eammgs per common and common equivalent ' o ‘
share ... 0. $ 115 8 020 % 096 $ 140 § 112
Weighted average common and common equivalent ) "
shares outstanding . ................ ... .. ... 9,721 9,630 9,304 9,204 9,158
Balance Sheet Data: . . ‘ : ‘ . . o 7
Working capital .............o i $112,746 $107,140 $114,785 $113,505 $§119,110
Total assets . ......... PR .$251,486 $219,536 $207,192 $192,096 $165,854

Stockholders’ equity .. ............. i :$195,646 $181.428 $170,946 $155991 $141,912

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operation.

We intend for this discussion and analysis to provide you with information that will assist you in
understanding our consolidated financial statements, the changes in certain key items in those consolidated
financial statements from year to year and the primary factors that accounted for those changes. Our consolidated
financial statements have been prepared in accordance with accountmg principles generally accepted in the
United States. This discussion and analysis, should be read in ‘conjunction with our consolidated financial
statements as of October 1, 2006 and for the year then ended and the notes accompanying those consolidated
financial statements. -

Executive Overview

We are committed to developing technologies that help advance the practice of resuscitation. With products
for pacing, defibrillation, circulation, ventilation, and fluid resuscitation, we provide a comprehensive set of
technologies that help clinicians, EMS professionals, and lay rescuers resuscitate sudden cardiac arrest or trauma
victims. We also design and market software that automates the documemanon and management of both clinical
and non-clinical information. '
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We ended fiscal 2006 with $63.4 million of cash, cash equivalents and short-term investments, no long-term
debt, and sales backlog of approximately $13.4 million. We completed fiscal 2006 with record revenues of
$248.8 million. Our performance in the North American:pre-hospital and International markets was driven by the
increased market acceptance of both the E Series and the AutoPulse product lines. The North American hospital

a market showed modest growth for the year. '

Results of Operations -
2006 Compared to 2005
‘Sales

" Our net sales increased 18% to $248.8 million in fiscal 2006 compared to $211:3 million in the prior year:

Net sales by customer/product categories were as follows: AT i
(000’s omitted) B 2006 2005 % Change’
Devices and Accessories to the Hosprtal Market North o

AMEIICA . .. oo $ 75,579 $ 70,266 © 8%
Devices, Accessones, and Data Management Software 1o the Co. ’

Pre-hospital Market-North America .. ...... ... ... ... ... 97,405 -+ 72,831 34%
Other Products to North America ......... Y 19,336 19,628 ‘ Q V%

Subtotal North America .............. e 192,320 162,725 18%

All Products to the International Market ................... 56,529 48,615 ‘ 1_6%
Total Sales . ....ooverrnninnnn.. e $248,849 :$211,340 . 18%

The increase of sales lo the North American Hospital market was pnmarlly due to increased sales to the
U.S. military. U.S. military sales for 2006 and 2005 were approximately $15.5 million and $10.1 million,
respectively. Excluding the U.S. military sales, North American hospital revenues sales were flat in 2006
compared to 2005. .

Our sales to the North American pre-hospital market increased $24.6 million, or 34%, in 2006 due largely to
the strength of our professional defibrillators (revenues for which increased $18.9 million), driven by our new
E Series product. North American pre-hospital results also include the results of ZOLL Lifecor, whose assets
were acquired in April 2006. Other factors contributing to the increase include increaséd volumne of data
management software revenues and AutoPulse sales offset by a decrease in volume of AED sales in the
pre-hospital market. - ’ . R R T -

International sales increased by $7.9 million, o 16%, to $56 5 mrlllon m 2006 compared to 548. 6 million in
2005. The increase in International sales was driven by our new products mcludmg the E Series, AutoPulse and
AED Pro. Geographlc areas where sales experlenced srgmﬁcam growth included Latin'America, approximately
$1.6 million; the United Kingdom, approximately $1.3 million; and Germany, approxrmately $1.2 niillion. Othér
contributors included other countries in Europe, the Mlddle East and Chma The increases in salés pnmanly
reflected increases in unit volumes.

Total sales of the AutoPulse product to all our markets increased $2.5 million, or 33%, to $10.0 million,
compared to $7.5 million for fiscal 2005. Orders for the AutoPulse increased 70% year-over-year.

- e o, 'y

. . . i
Lo ot
' : B ? >

Gross Margms

Cost of sales consists primarily of material, labor, overhead and freight assocxated with the manufactunng
of our various medical equipment devices, data collection software and disposable electrodes. These products are
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primarily sold to the Hospital, Pre-Hospital, and International markets. We seli data collection software, mainly
to the'Pre-Hospital market.Our consolidated gross margin may fluctuate considerably depending on unit- volurne
levels mix of product and customer class, and overall market COHdlthﬂS T eit

Overall, gross margins for fiscal 2006 remained relatrvely flat at approximately 56% compared to fiscal
2005. Gross margins were favorably affected in fiscal 2006 by new product offerings such’ as the'E Series. Gross

margins were dlso-positively affected.by,the inclusion-of ZOLL Lifecor-results (which was acquired in- Apnl
2006), which have a higher average gross margin. Other factors that favorably affected gross margin include an
increase in sales of data management software, which carries higher-than-average margins. The favorable impact
was offset by increased military and International sales, which carry lower-than-average margins, and sales of
our new AutoPulse product, which currently carries a lower-than-average margin due to current low production
volumes. Each of the factors describing the fluctuation in gross margm represents a percentage point or less on
our.overall gross margin.. - AP R - -

"Backlog : S R “u

.. Weended ﬁscal 2006 wrth a backlog of appr0x1mately $13 4 mllhon as we typically build a. backlog in the
fourth quarter. We ant1c1pate all of this backlog will ship during fiscal 2007. We believe we need to malntam a
permanent backlog level of orders that will not be shipped at the end of each quarter. We believe this will help us
improve our efficiency, lower our costs and improve our profitability as it will make it less likely that we will be
required 1o incur substantial additional costs at the end of the quarter. Due to possible changes in-delivery
schedules, cancellation of orders and delays in shipments, our backlog at any particular date is not necessanly an
accurate pred1ctor of revenue for any succeeding period. :

G . B . 5
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Costs and Expenses

Operating expenses were as follows:

S

. s : % of %'of E)hrlnge s
(000’s omitted) ’ 2006 Sales 2005 . Sales % .
Selling and marketing . .. .. e $ 79416 2% § 75,838 6% T 5%
General and administrative . ............. e 22417 T 9% 18,667~ 9% 20%
Research and deve]opment AR 23,394 _9% 22.896 _l_l% __g%
Total expenses ... ......... S - $125227  50% $117401  S6% 7%

v

Selling and marketing expenses increased $3.6 million for the year ended October 1, 2006 compared to the
previous year. The inclusion of expenses related to the ZOLL Lifecor business, following the April' 2006 asset
acquisition, accounted for a substantial portion of this increase as these expenses were not included in the prior
year expenses, Other contnbutors included $850,000 of increased personnel-related costs, including salanes
commissions and stock based compensanon for sellmg and marketing employees Selhng and marketmg
expenses decreased as a percentage of revenues as we have been able to achleve greater efficiency wrth our
related sales organrzauon and marketmg efforts as our revenue has grown

General and administrative expenses increased $3. 8 million for the year ended October 1, 2(}06 compared to
the previous year. The 1nclus1on of expenses related to the ZOLL Lifecor busmess ‘following the April 2006
asset acquisition, accounted for the largest portion of this i increase as these expenses ‘were not included in the
prior year expenses. Othér contributors included $1.6 million of increaséd personnel-relatéd costs including
salaries and stock-based compensation for general and administrative employees. In addition, 1ncreased legal-
related costs accourited for approximately $400,000 of the increase, ‘offset by a reductron in spendmg related to
Sarbanes Oxley compllance of appr0x1mately $1 mllhon e

; .. . L ' . '
[ . . .

Research 'and development expenses increased by $498,000 for the year énded October 1, 2006 compared to
the previous year. The inclusion of expenses related to’ the business of ZOLL Lifecor also accounted-for a
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substantial portion of this increase as these expenses were not included in the prior year expenses. We currently
anticipate that our research and development-expenses related to clinical trial work may increase during the early
part of fiscal 2007 and beyond as we initiate a new clinicai trial related to the AutoPulse.

Investment and Other Income O

Investment and other income increased to $2.1 million in fiscal 2006, as compared to $600,000 in the
previous year. This increase was due to the increasé in interest -earned as a result of the increase in our cash
balances and interest rate increases, and a decrease in foreign currency exchange losses.

Vi
Income Taxes

Our effective tax rate for fiscal 2006 was a tax provision of 35% as compared to a tax provision of 10% in
fiscal 2005, The 35% rate reflects the phase-out of the extraterritorial income exclusion and delays incurred in
extending the research and development credit. The 2005 effective tax rate is mainly due te a discrete $130,000
U.S. research and development tax credit, which was enacted during the quarter ended Januvary 2, 2005 as part of
the American Jobs Creation Act. This discrete credit, when applied to 2005, a year with minimal taxable income,
resulted in a lower effective tax rate.

2005 Compared to 2004 -
Sales

Our net sales remained relatively flat in fiscal 2005 at $211.3 miltion versus $211.8 million in the prior year.

Net sales by customer/product categories were as follows:

(000°s omitted) 2005 2004 % Change
Devices and Accessories to the Hospital Market-North
AMENIca . ... e $ 70,266 $ 87,844 (20)%
Devices, Accessories, and Data Management Software to the o : o
Pre-hospital Market-North America ..................... 72,831 62,701 16%
Other ProductstoNorth Amenica . ..........ov i, 19,628 - 19,982 _(_2)%
Subtotal North Ameérica ............................ 162,725 170,527 (5)%
All Products to the International Market ......... P 48,615 41,258 LS%

Total Sales ..........cvvvuviivnn.. e e $211,340  $211,785 — %

The decrease of sales to the North American Hospital market was primarily due to a $16.9 million decrease
in sales to the U.S. military réflecting the sale of fewer units. U.S. military sales for 2005 and 2004 were
approximately $10.1 million and $27.0 million, respectively. Excluding the U.S. military sales, North American
hospital revenues decreased 1% to $60.2 million in 2005 versus $60.9 million in 2004,

Our sales to the North American pre hospital market increased 16% in 2005 due to approximately $6
million of sales of the AutoPulse ‘product and growth in volume of our data management software revenues. The
data managemem software revenue reflected the success of our new Tablet PCR product.

International sales increased by 18% to $48.6 million in 2005 versus $41.3 million in 2004 Areas where
sales expenenced significant growth were the United Kingdom, approximately $1.8 million; Latin America,
approximately $1.8 million; and France, approximately $1.0 million. This growth was partially offset by lower
sales in the Middie East, approximately $1.3 million; and the Far East, approximately $.5 million. The
fluctuations in sales primarily refiected fluctuations in unit volumes.
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- Total sales‘of the AutoPulse product to all our markets were-$7.5 million for fiscdl 2005. We began selling

I . H

this product upon acquisition of Revivant Corporation in October 2004. o

. D .
TR [ B . t . oY) ! *
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Gross 'Margins

Cost of sales consists primarily of matenal labor, overhead and freight associated with the manufacturing
of our varions medical equipnient devices, data collection software and disposable electrodes. These products are
primarily sold to the Hospital, Pre-Hospital, and International markets. We sell data collection software, mainly
to the Pre-Hospital market! Our consolidated gross margin may fluctuate considerably dependmg on unit volume
levels, mix of product and ‘customer class, and ovérall market COIldlll()IlS .

During fiscal 2005, gross margins remained relatively flat at 56% compared to fiscal 2004. The first-year
sales of the AutoPulse product negatively impacted gross margin in fiscal 2005 due to high production costs
associated with the ramp-up of a new product and low production volumes, and wide fluctuations in sales and
production volumes. Conversely, gross margins were favorably impacted by:a $17.0 million decrease in
lower-margin military shipments. During fiscal 2004, we shipped medical devices to the U.S. military under the
PMI Program, which carried lower-than-average margins. Additionally, gross margins’ were favorably affected
by an increase in sales of data collection software, which typically carry higher margins than our product sales.
The negative impact of the AutoPulse was just over one¢ percentage point, while the positive impact of lower
military sales and higher data management sales was each less than a percentage point.

' o ' ) t AT - o e .

Backlog . . '

‘We ended fiscal 2005 w:th a backlog of approx1ma[ely $16 million, Wthh is higher than recent quarters
because we came into the fourth quarter with a beginning backlog of approximately $7 million and we typically
build a backlog in the fourth quarter due to the purchasing practices of our customers. Thls backlog shipped in
fiscal 2006. Our backlog at the end of fiscal 2004 was approximately $4 million. As we continue to grow, in
order to facilitate shipments in light of the heavy end-of-quarter orders, we believe we need to maintain a
permanent backlog level of orders that will not be shipped at the end of each quarter. We believe this will help us
improve our efficiency, lower our costs and i improve our profitability as it will make it less likely that we will be
required to incur substantial additional costs at the end of the quarter. Due to possible changes in dchvery
schedules, cancellation of orders and delays in shipments, our backlog at any particular date is not necessarily an
accurate predictor of revenue for any succeeding period. :

‘.
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et

MR P PR ' * -
‘e .

Costs and Expenses - : <

Opell'a'ting e)'(penees vere as follows: Tl

) % of . % of  Change .
(000’s omitted) ‘ 2005 Sales 2004 Sales %
Selling and marketinig ...\ ... ‘$ 75,838 ° 36% $ 74946 35% 1%
General and administrative .. ................. P18667 ¢ 9% 14,504 - 7% 29%
Research and development S 22,896 11% 18,376 9% 25%
Total expenses e e e $117,401 56% $107.826 . 51_% 9%

Iy . 3, ] ' .

Sellmg and markctmg expenses increased $900 000 for the year ended October 2, 2005 compared 10 the
previous year. The increase in selling and marketing expense was pnmarlly due to an increase of $1.2 million
relating to increased headcount at ZOLL Data Systems, our data management subsidiary, $900,000 relating 1o
selling and ma.rkelmg activities at Revivant, now known as ZOLL Circulation, Inc., acquired just after the
beginning of fiscal 2005, and $300,000 relating to increases in internationial selling expenses. The increases in
sales and marketing expenses were substantially offset by the reduction in headcount we announced during the
second quarter of fiscal 2005. o R
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General and'administrative expenses increased $4.2 million for the year ended October 2, 2005 compared to
the previous year. This increase was primarily due to spending related to Sarbanes-Oxley compliance of $1.5
million, spending at ZOLL Circulation of $1.3 million, which was not included in the prior year's results of
operations, an increase in professional service and insurance expenses of approximately $1.1 rmlhon and
$200,000 of license amortization costs relating to our investment in Lifecor, Inc.

Research and development expenses increased by $4.5 million for the year ended QOctober 2, 2005 compared
to the previous year. Approximately $3.7 million of this increase related to spending at ZOLL Circulation, not
included in-prior year results of operations. The remainder of the increases related to spending on-our new
E-Series platform and other products. These increases were partially offset by approximately $900,000 reduction
in the use of outside professional design services.

In vesnnenl and Other Income )

Investment and other income decreased to $600,000 in fiscal- 2005 as compared to $1.3 million in the
previous year. This decrease was due to the decrease in interest earned as a result of the reduction in our cash
balances, and a decrease in foreign currency exchange gains.

Income Taxes

Our effective tax rate decreased to 10% in fiscal 2005 as compared to 30% in fiscal 2004. This reduction in
the effective tax rate is mainly attributable to the effect of relatively constant research and development credits
and various permanent book-to-tax differences on substantially reduced income before taxes,

Financial Condition o ' o
Lt'quidity and Capital Resources

Our overall financial c'ondition continues to remain strong. Our cash, cash equivalents and marketable
securities at October 1, 2006 totaled $63 4 million compared wrth $50.8 1’1111110[1 at October 2, 2005. We contmue
1o have no long-term debt. :

‘ Cash Requirements

We believe that the combination of existing cash, cash equivalents, and highly liquid marketabie securities
on hand, along with cash to be generated by future operations and amounts available under our line of credit, will
be sufficient to meet our ongoing operating and capital expenditure requirements for the foreseeable future.

Sources and Uses of Cash

To assist with the discussion, the following table presents the abbreviated cash flows for the years ended
October 1, 2006, October 2, 2005, and October 3, 2004:

(000°s omitted) o . ‘ 2006 " 2005 2004
Net cash provided by operating activities ................... $28467 § 7380 314,939
Cash used in investing activities .......................... (23,964) (12,489 (20,450
Cash provided by financing activities .......... e 1,689 614 . 5,114
Effect of foreign exchange ratesoncash ..................:. 369 80 302
" Net change in cash and cash equnvalents R e 6,561 (4,415) C(95)
..Cash and cash equtvalents——begmmng of year ..... [P - 36,270 40,685 40,780
Cash and cash equivalents—end of year ............ . $42,831 - $36270 $ 40,685




Operanng Activities

Cash provided by operatmg activities mcrcased $21. 1 million in fiscal 2006 to $28.5 million compared to
$7. 4 million in 2005. This increase was primarily due, to the timing of payments of the accounts payable and
accrued expenses and inventory purchases. The increase was also due to an increase in net income compared to
the prior year. The increase was partially offset by an increase in the accounts receivable balances.

-’

Inivesting Activities’ - o . . ‘

"Cash used in investing activities mcreascd $11.5 million in fiscal 2006 to $24.0 miliion as compared to
$12.5 million in the prior year ($3 million represents & ‘reclassification from cash and cash equivalents. to
marketable securities). This increasing use of cash was primarily attributable to $6 million of net purchases of
marketable securities compared to $3.6 million of net proceeds in the prior year and an increase in net purchases
of property and equipment.

¥

Fi mancmg Activities

Cash-provided by financing: activities was approximately $l 7 million. for fiscal 2006 in comparison to
approximately $614,000 in the previous year. The change reflects-a higher number of stock options exercised
during 2006 (approximately 61,000 shares in 2006 and 51,000 in 2005) at a higher weighted-average exercise
price per share ($22.98 in 2006 and $12.06 in 2003).

-

Investments

As of October 1, 2006, we had an investment in a privately held technology company (Advanced
Circulatory Systems, Inc.) with a carrying value of $1.3 million. We have performed a review of this investment
and determined that no impairment indicators exist.

In March 2004, we acquired substantiatly all the assets of Infusion Dynamics, Inc. (“Infusion Dynamics™).
Under the terms of the acquisition, we are obligated to make additional eam-out payments through 2011
(“contingencies”) based on performance of the acquired business. Earn-out payments to Infusion Dynamics were
made in the form of cash for fiscal 2004 and 2005 in the approximate amounts of $405,000 and $544,000,
respectively. We have accrued, but not yet paid, an earn-out for 2006 of approximately $467,000, which is
expected to be paid in cash' during the first quarter of fiscal 2007 ‘Because additional consideration is based on
the growth of sales,’a reasonable estimate of the future paymems to be made cannot be determined. When these
contingencies are resolvéd and the consideration is distributable, we will record the falr value of the addmonal
consideration as additional cost of the acquired assets. :

We exercised our option -to -acquire Revivant Corporation, the manufacturer of the AutoPulse, on
Qciober 12, 2004, We paid $15 million in the form of cash and shares of our common stock as the initial merger
consideration. Additional contingent consideration under the'merger agreement is dependent upon certain clinical
developments (milestone payments) and increases in revenue (eam-out payments). In January 2005, we paid §1
million as a milestone payment, in the form of a cash payment of $500,000 and the issuance of 15,188 shares of
common stock. In February 2006, we paid approximately $783, 000 in cash and issued 23,800 shares of common
stock in payment of the 2005 earn-out to the former shareholders of Revivant. We have accrued, but not yet paid,
an earn-out-for 2006 of approxlmately $2.4 million, of which approximately $1.2 million will be paid in cash and
the remainder with the -issuance of approximately 37,000 shares. We may also make an additional earn-out
payment for the fiscal year 2007 based on the growth of AutoPulse sales. Because additional earn-out payments
are based on’the growth of AutoPulse sales, a reasonable estimate of the potential total purchase price cannot be
determined. All payments will generally be a combination of cash and shares of our common stock.

We exercised-our option to acquire the business and assets of Lifecor, Inc: on March 22, 2006, and acquired
the business and assets on April 10, 2006, We assumed Lifecor’s outstanding debt (plus an additional $3.0
million owed to us, which was cancelled), and certain stated liabilities as discussed in Note D to the consolidated
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financial statements. We paid the third-party debt in April 2006. Additional consideration will.be in the form of
earn-out payments to Lifecor based upon future revenue growth of the acquired business over a five-year period.
Because additional consideration will be baséd on the growth: of sales over a five-year period, a reasonable

estimate of the total acqmsmon cost cannot be determmed < : '

1 +
' .

Debt Instruments and Related Cttvenants

We matntain a working capital line of credit with our bank. Under this working capital line, we may borrow,
on a demand basis, up to $12.0 million at an interest rate equal to the bank’s base rate. No borrowings were
outstandmg on this line during fiscal 2006. There are no covenants related to thlS line of credit.

RS ot o . o . . . . e [
Ojf-Btilance Sheet Art'angements C . - C .

Our only off-balance sheet arrangements consist of non-cancelable operating leases entered into in the
ordinary course of business and one minimum purchase commitment contract for a critical raw material
component. The table below in the next section titled “Contractual Obligations and Other Commercial
Commitments” shows the amounts of our operating lease commitments and purchase commitments payable by
year. For liquidity purposes, we choose to lease our facilities instead of purchasing them. '

ad

Contractual Obligations and Other Commercial Commitments

The following table sets forth certain information concerning our obligations and commitments to make
future payments under contracts, such as debt and lease agreements, and under contingent commitments.

. b . N Payments Due by Period-
Contractual Obligations Less than 1-3 .- 4-5 ‘After
(in $000s} Total 1 year years years § years
Non-Cancelable Operating Lease Obllgatxons .. $9073  $2403  $4277 - $2393 $—
Purchase Obligations . ..............%...... 51035 935 - — — -
Total Contractual Obligations ... ........... ~ $10,008 '$3,338 ° $4.277 ) $2,393  $—

*

The Company leases certain office and manufacturing space under operating leases. The Company’s office
leases are subject to adjustments based on actual floor space occupied. The leases also require payment of real
estate taxes and operating costs. In addition to the office leases, the Company leases automoblles for business use
by a portion of the sales force. ;

The Company’s exccutive headquarters and defibrillator manufacturing operations are located in
Chelmsford, Massachusetts. The Chelmsford facility is covered by an eight:year:lease, beginning July 1, 2003
and expiring on June 29, 2011. The agreement does not contain a renewal period and provides that the Company
pay a pro-rata amount of the landlord’s real estate tax and operating expenscs. based upon square footage. The
lease also provided the Company with an allowance of approximately $3.7 million for any construction costs
associated with their relocation efforts to the leased facility. This reimbursement has been recorded as a deferred
lease incentive within accrued expenses and other liabilities and is being amortized as a reduction to rent expense
over the life of the lease. Any leasehold improvements made as part of the relocation have been capitalized as
leasehold improvements within Property and Equlpmenl and are bemg amortized over the 8. year life of the lease.

Purchase obllgatlons include all legally bmdmg contracts that are non-cancelable. Purchase orders or
contracts for the purchase of raw materials and, other goods and services are not included in the tabie above.
Purchase orders represent authorizations to purchase rather than binding agreements. For the purposes of this
table, contractual obligations for purchase of goods and services are defined as agreements that are enforceable
and- legally binding and that specify all significant terms, including: fixed or minimum quantities to be
purchased; fixed, minimum or variable price provisions; and the approximate timing of the transaction. Our
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purchase orders are based upon our current inventory needs and are fulfilled by our suppliers within short time
periods. We also enter into contracts for outsourced services; however, the obligations under these contracts are
not significant and the contracts generally contain clauses allowing for cancellation without significant penalty.

Contractual obligations that are contingent upon future performance and growth of sales are not included in
the table above. These include the additional earn-out payments for the assets of Infusion Dynamics through

fiscal 2011; additional earn-out payments for Revivant Corporation through fiscal 2007, and additional earn-out
payments for the assets of Lifecor through fiscal 2011. Because all of these earn-out payments are based upon the
growth of sales over several years, a reasonable estimate of the future payment obligations cannot be determined.

Critical Accounting Estimates .

~ Our management strives to report our financial results in a clear and understandable manner, even though in
some cases accounting and disclosure rules are complex and require us to use technical terminology. We follow
accounting principles generally accepted in the United States in preparing our consolidated financial statements.
These principles require us to make certain estimates of matters that are inherently uncertain and to make
difficult and subjective judgments that affect our financial position and results of operations. Qur most critical
accounting policies include revenue recognition, and our most critical accounting estimates include accounts
receivable reserves, warranty réserves, inventory reserves, and the valuation of long-lived assets. Management
continually reviews its accounting policies, how they are applied and how they are reported and disclosed in our
financial statements. Following is a summary of our more significant accounting policies, which include revenue
recqgnitio'n and those that require significant estimates and judgments and uncertainties, and potentially could
result in materially different results under different assumptions and conditions, and how they are applied in
preparation of the financial statements. '

Revenue Recognition

Revenues from sales of cardiac resuscitation devices, disposable electrodes and accessories are recognized
wheén a signed non-cancelable purchase order exists, the product is shipped, title and risk have passed to the’
customer, the fee is fixed and determinable, and collection is considered probable. Circumstances that generally
preclude the immediate recognition of revenue include shipping terms of FOB destination or the existence of a
customer acceptance clause in a contract based upon customer inspection of the product. In these instances,
revenue is deferred until adequate documentation is obtained to ensure that these criteria have been fulfilled.
Similarly, revenues from the sales of our products to distributors fall under the same guidelines. For all
significant orders placed by our distributors, we require an approved purchase order, we perform a credit review,
" and we ensure that the terms on the purchase order or contract are proper and do not include any contingencies
which preclude revenue recognition. We do not typically offer any special right of return, stock rotation or price
protection to our distributors or end customers.

.

" Qur sales to customers often include a cardiac resuscitation device, disposable electrodes and other
accessories. For the vast majority of our shipments, all deliverables are shipped together. In cases where some
elements of a multiple element arrangement are not delivered as of a reporting date, we defer the fair value of the
undelivered elements and only recognize the revenue related to the delivered elements in accordance with
Emerging Issues Task Force (EITF) 00-21 “Revenue, Arrangements with Multiple Deliverables™. Revenues are
recorded net of estimated returns. Some sales to customers of our cardiac resuscitation devices may include some
data collection software. The cardiac resuscitation device and software product can operate independently of each
other and one does not affect the. functionality of the other. In cases where both elements are included in a
customer’s order but only one has been delivered by the reporting date, we defer the fair value of the undelivered
element and recognize the revenue related to the delivered item in accordance with EITF 03-03, “Applicability of
AICPA Statement of Position 97-2, Software Revenue Recognition to Non-Software Deliverables in an
Arrangement Containing More-Than-Incidental Software™ and EITF 00-21.
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We also license software under non-cancelable license agreements and provide services including training,
installation, consuiting and maintenance, which consists of product support services, unspecified upgrade rights
{collectively, post-contract customer support (“PCS”)). Revenue from the sale of software is recognized in
accordance with the American Institute of Certified Public Accountants (*AICPA”) Statement of Position
("SOP”) 97-2, “Software Revenue Recognition,” as amended. License fee revenues are recognized when a
non-cancelable license agreement -has been. signed,.the software product has been delivered, there :are no
uncertainties surrounding product acceptance, the fees are fixed and determinable, and collection is considered
probable. Revenues from maintenance agreements and upgrade rights are recognized ratably over the period of
service. Revenue for services, such as software deployment and consulting, is recognized when the service is
performed. Our software arrangements contain multiple elements, which include software products, services and

PCS. Generally, we do not sell computer hardware products with our software products. We will occasionally
facilitate the hardware purchase by providing information to the customer such as where to purchase the
equipment. We generally do not have vendor-specific objective evidence of fair value for our software products.
We do, however, have vendor—spec1fic objective evidence of fair value for iterns such as consultmg and technical
services, deployment and PCS based upen the price charged when ‘such items are sold separately Accordmgly,
for transactions where vendor-spec1ﬁc objectlve evidence exists for undelivered elements but not for deltvered
elements, we use the residual method as discussed in SOP 98-9, “Mod1ﬁcatron of SOP 97-2.” Under the resndual
method, the total fatr value of the undelivered elements, as ‘indicated by vendor—spec1ﬁc obJecnve evidence, is
deferred and the difference between the total arrangement fee and the amount deferred for the undelivered
elements is recogmzed as revenue related to the delivered elements L

s We do not typically_ ship any of our software products to dlStl’lbutOl‘S or resellers. Our software products_are
sold by our sales force dlrectly to the end’ usér. We may sell software to syslem mtegrators who provrde complete
solutions to end users on a contract basis. .

K] —a,

£

In fiscal 2005, we began performance under a “state of readiness” contract awarded by the U.S. government
to supply defibrillators on short notice. Based on the award, we received two types of payments from the U.S.
government. The first payment of approximately $5 million was to reimburse us for the cost to acquire
'mventortes requtred to meet potentially short-notice delivery schedules. This payment is carned within ‘Deferred
revenue’ on our balance sheet asa 11ab111ty under govemment contract

I ,
T £ i

We also received a paymérit from the U.S. govémmént to compensate us for managing ‘the purchase, build,
storage and inventory rotation process. This payment also compensated us for maKing future production capacity
available. The portion of this payment associated with the purchase and build aspects of the contract was
recognized on d percentage of completion basis while the portion of the payment for the storage 1nventory
rotation and fac111t1es charge was recogmzed ratably over the contract perlod ' : -

This government contract is for a one-year term, and the U.S: government has four oné-year extension
options that require the payment of additional fees to us if exercised (the contract is currently in its second
extension). These fees are for the storage, inventory rotation and facilities charge and are recognized ratably over
the contract period. The U.S. government has twooptions to acquire defibrillators under this contract. They may
buy on a replenishment basis, which -means we will'record a sale under our normal U.S. government price list
and maintain our “state’ of readiness”, or they' may buy on a non-replenishment basis, which will still allow us to
obtain normal margins but will reduce our future obligations under this arrangement. - :

Under a separate contract awarded under the U.S: .military’s Patient Movement Initiative (PMI) Program,
the Company shipped defibrillators to the U.S. military. in 2003. The U.S. military has been a long-time custormer
of ours, but the PMI Program represented a large, discrete purchase of many additional units. In 2004, we

shipped additional defibrillators under the PMI Program and completed performance under this contract.

+

For information concerning - the accounting ftreatment of Trade-In Allowances, see the next section
“Allowance for Doubtful Accounts / Sales Returns and Allowances / Trade-In Allowances™
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.For those markets for which we sell separately priced extended warranties, revenue is deferred and
recognized over the applicable warranty period, based upon the fair value of the contract.

' ' . :

Allowance for Doubtful Accounts / Sales Returns and Allowances / Trade-In Allowances

We maintain an allowance for doubtful accounts for estimated losses, for which related provisions are
included in bad-debt expense, resulting from the inability of our customers to make required payments.
Specifically identified reserves are charged to sellmg and marketmg expenses. Provisions for general reserves are
charged to general and administrative expenses. We defermine 'the adequacy of this allowance by regularly
reviewing the aging of our accounts receivable and evaluating 1nd|v1dual customer receivables, considering
customers’ financial condition, historical experience; communications’ with the customers, credit history and
current economic condition. We also maintain an estimated reserve for potential future product réturns and
discounts given related to trade-ins and to current period product sales, which is recorded as a reduction of
revenue. We analyze the rate of historical returns when evaluatmg the adequacy of the allowance for sales
returns, which is included with the allowance for doubtful accounts on our balance sheet. "

As of October 1, 2006 our accounts receivable balance of $59.1 million is reported net of allowances of $7.9
million. We believe our reported allowances at October 1, 2006 are adequate. If the financial conditions of our
customers were to deteriorate, however, resulting in their inability to make payments, we might need to fecord
additional allowances, resultmg in additional expenses belng recorded for the period in which such determination
was made. : C . - ‘

P
T

i . . . .

Although we ‘are not typically contractually obligated to provide. trade-in allowances under existing sales
contracts, we may offer such allowances when negotiating new sales arrangements. When pricing sales
transactions we contemplate both cash consideration and the net realizable value of any used equipment to be
traded in. The trade-in allowance value stated in a sales order may differ from the estimated net realizable value
of the underlying equipment. Any excess in the trade-in allowance over the estimated net realizable value of the
used equipment represents additional sales discount. :

-

We account for product sales transactions by recording as revenue the total of the cash consideration and the
estimated net realizable value of the trade-in equipment. Any difference between the estimated net reallzable
value of the used’ equ1pment and the trade -in allowance granted is recorded asa reducnon to revenue ‘at the time

of the sale .

1 3 " .. e, v f e

«

Used ZOLL equipment is recorded at the lower of cost or market consistent with Accoumlng Research
Bulletm No. 43 (“ARB 43™). We regularly review our’ reserves 10 ‘assure that the balance sheet value assocratcd
with our trade-in equipment is properly stated. ' ‘

L ?

’ . *
[ LR . 1

If the trade-in equipment is a competitor’s product, we will usually resell the product to a third-party
distributor who specializes in sale of used medical equipment, without any refurbishment. We typically ‘do not
recognize a profit upon the resale of a competitor’s used equipment, although as a result of the inherent nature of
the estimation process, we could recognize either a nominal gain or loss. . e ; . -

Warranty Reserves ; : . g s

Our products are sold w:th warranty prov1srons that requrre us_ to remedy deficiencies in quahty or
performance over a specified period of time, usually one year for pre-hospital and mtematronal customers and
five years for hospital customers. Revenue is deferred for pre-hospital customers who receive warranties beyond
one year. Such revenue is then recognized over the period of extended warranty We provide for the estimated
cost of product warranties at the time product is shipped and revenue is recognized. The costs that we estimate
include material, labor, and shipping. While we engage in product quality programs and processes, our warranty
obligation is affected by.product failure rates, material usage and service delivery costs incurred in correcting a
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product failure. We believe that our recorded liability of $3.6 million at October 1, 2006 is adequate to cover
future costs for the servicing of our products sold through that date and under warranty. If actual product failure
rates, material usage or service delivery costs differ from our estimates, revisions to the estimated warranty
liability would be required.

s

o

In ventory

We value our mventones at the Iower of cost or market Cost is determmed by the first-in, first-out (“FIFO”)
method, mcludmg material, labor and factory overhead

Inventory on hand may exceed future demand euher because the product is ou{dated obsole&e, or because
the amount on hand is in excess of ‘future needs We provxde for The fotal valte of tvetsHES trwerdetermine . — .
to be obsolete based on criteria such as cuStomer demand ‘and changing technologies. We estimate excess
inventory amounts by reviewing quammes on hand and comparing those quantities to sales forecasts for the next
12 months, identifying historical service usage trends, and matching that usage with the installed base quantities
to estimate future needs. At October 1, 2006, our inventory was recorded at net realizable value requiring
adjustments of $5.7 million, or 13.3% of our $42.8 million gross inventories.

Goodwill . . I o

At October 1, 2006, we had approximately $24 million in goodwill, primarily resulting from our
acquisitions of Revivant (approximately $20 million) and the assets of Infusion Dynamics (approximately $4
million). In accordance with SFAS 142, Goodwill and Other Intangible Assets, we test our goodwill for
impairment at least annually by comparing the fair value of our reporting units to the carrying value of those
reporting units. Fair value is determined based on an estimate of the discounted future cash flows expected from
the reporting units. The determination of fair value requires. significant judgment on the part of management
about future revenues, expenses and other assumptions that contribute to the net cash flows of the reporting units,
Additionally, we periodically review cur goodwill for impairment 'whenever events or changes in circumstances
indicate that an impairment has occurred.

Long-Lived Assets

. We periodically review the carrying amount of our long-lived assets, including property and equipment, and
intangible assets, to assess potential impairment whenever events or changes in circumstances indicate that their
carrying amount may not be recoverable. The determination includes evaluation of factors such as current market
value, business climate and future cash flows expected 1o result from the use of the related assets. Our policy is to
use undiscounted cash flows. in assessing potential impairment and to record an 1mpalrment loss based on fair
value in the period when it is determined that the carrying amount of the asset may not be recoverable. This
process requires judgment on the part of management.

Ry

Stock-based Compensation

The Company adopted the’ provisions of Statement of Financial Standards No. 123R, “Share Based
Payment” (SFAS 123R), beginning October 3, 2003, using the modified prospective transition method. SFAS
123R requires the Company to measure the cost of employee services in exchange for an award of equity
instruments based on the grant-date fair value of the award and to recognize cost over the requisite service
period. Under the modified prospective transition method, financial statements for periods prior to the date of
adoption are not adjusted for the'change in accounting. However, compensation expense is recognized for (a) all
share-based payments granted after the effective date under SFAS 123R, and (b) all awards granted under SFAS
123 to employees prior to the effective date that remain unvested on the effective date. The Company recognizes
compensation expense on fixed awards with pro rata vesting on a straight-line basis over the vesting period.

Prior to October 3, 2005, the Company used the intrinsic value method to account for stock-based employee
compensation under Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees,”
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and therefore the Company did not recognize compensation expense in association with options granted at or

above the market price of Lhe Company’s common stock at the date of grant. ‘

. . i . ; . [

Refer to Note A to the, consolidated financial statements for further dlscussmn and analy51s of the 1mpact of
aclopuon in our statement of operations, ot e e

Safe'Harbor Statement

Certain statements contained herein constitute “forward-looking statements” as that term is defined under
the Private Securities Litigation Reform-Act of 1995 (the “Act”) and releases issued by the SEC and within the
meaning of Section 27A of the Securilies Act of 1933 and Section 21E of the Securities Exchange Act of 1934.
The words “believe,” “expect,” “anticipate,” “intend,” “estimate” and other expressions which are predictions
of or indicate future events and trends and which do not relate to historical matters identify forward-looking
statements. Particularly, the Company’s expectations regarding its business, operational results, future
operational liquidity, contractual obligations and other commercial commitments, and capital requirements are
forward-looking statements. Reliance should not be placed on forward-looking statements because they involve
known and unknown risks, uncertainties and other factors, which may cause the actual results, performance or
achievements of the Company to differ materially from anticipated future results, performance or achievements
expressed or implied by such forward-looking statements. The Company undertakes no obligation to publicly
update or revise any forward-looking statement, whether as a result of new information, future events or
otherwise. Factors that could cause actual results to differ materially from those expressed or implied by such
forward-looking statements include, but are not limited to, the actions of competitors, the acceptance of our
products in their respective markets, and those other risks and uncertainties contained in Item IA in Part I of this
Annual Report on Form 10-K entitled “Risk Factors”. ‘

Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

We have cash equivalents and marketable securitics that prlmanly consist of money market accounts and
fixed-rate, asset-backed corporate securities. The majority of these investments have maturities within one to five
years. We believe that our exposure to interest rate risk is minimal due to the term and type of our investments
and that the fluctuations in interest rates would not have a material adverse effect on our results of operations.

We have international subsidiaries in Canada, the United Kingdom, the Netherlands, France, Germany,
Austria, Australia, and New Zealand. These subsidiaries transact business in their functional or local currency.
Therefore, we are exposed to foreign currency exchange risks and fluctuations in foreign currencies, along with
economic and political instability in the foreign countries in which we operate, all of which could adversely
impact our results of operations and financial condition.

. We use forward contracts to reduce our exposure o foreign currency risk due to fluctuations in exchange
rates underlymg the value of intercompany accounts receivable denominated in foreign currencies. A forward’
contract obligates us to exchange predetermined amounts of specified foreign currencies at specified exchange
rates on specified dates. These forward contracts are denominated in the same currency in which the underlying.
foreign currency receivables and forecasted sales are denominated and bear a contract value and maturity date
that approximate the value and expected settlement date, respectively, of the underlying transactions. Unrealized
gains and losses on open contracts at the end of each accounting period, resulting from changes in the fair value
of these contracts, are recognized in earnings generally in the same period as exchange gains and losses on the
underlying foreign denominated receivables and forecasted sales are recognized.

We had one forward exchange contract outstanding serving as a hedge of our Euro intercompany
receivables in the notional amount of approximately 3 million Euros at October 1, 2006. The contract serves as a
hedge of a substantial portion of our Euro-denominated intercompany balances. The fair value of the forelgn
currcncy derivative contract outstanding at October 1, 2006 was approximately $3.8 million, resulting in an’

45




unrealized gain of $34,000. A sensitivity analysis of a change in the fair value of the Euro derivative foreign
exchange contract outstanding at October 1, 2006 indicates that, if the U.S. dollar weakened by 10% against the
Euro, the fair value of this contract would decrease by $380,000 resulting in a total loss on the contract of
$346,000. Conversely, if the U.S. dollar strengthened by 10% against the Euro, the fair value of this contract
would increase by $346,000 resulting in a total gain on the contract of $380,000. Any gains and losses on the fair
value of the derivative contract would be largely offset by losses and gains on the underlying transaction. These
offsetting gains and losses are not reflected in the analysis above.

+

Intercompany Receivable Hedge

SHRAL RN S CRan g elR Gt SERSitivity JOctober s 200657 .
Sae st e " (Amountsin $) T L oo >ty -
Expected Maturity Dates Unrealized
2006 2007 2008 2009 2010 Thereafter  Total Gain
Forward Exchange Agreements.
(Receive $/Pay Euro) Contract
Amount ............ .. ... $3,842,000 N - . $3,842,000 %34,000
Average Contract Exchange Rate ... . 12808 — — — — — 1.2808

We had no forward exchange contracts outstanding serving as a hedge of a portion our forecasted sales to
our subsidiaries as of October 1, 2006.
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Report of Independent Registered Public Accounting Firm -

The Board of Directors and Stockholders of ZOLL Medical Corporation

)
We have audited the accompanying consolidated balance sheets of ZOLL Medical Corporation as of October 1,
2006 and October 2, 2005, and the related consolidated statements of income, stockholders’ equity and
comprehensive income, and cash flows for each of the three years in the, period ended October 1, 2006. Our
audits also included the financial statement schedule listed in the Index at Item 15(a)(2). These financial
statements and schedule are the responsibility of the Company’s management. Our responsibility i is to express an
opinion on these financial statements and schedule based on our audits.
1
We conducted our audits in accordance w1th the. standards of the Public Company Accounting Over51ght Board
W&M{"" ¥ Uhited Statcs)‘ Those-standards requnre lhdluWB'pldﬂ]dndtperform!lheiaudlt‘to ;0btain, reasonable assurance about
whether the financial statements are frée of matérial misstatement? ﬁ*ﬂaudlt‘mcludesfexammmg‘ioma-;test basis;
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluaung the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of ZOLL Medical Corporation at October 1, 2006 and October 2, 20035, and the consolidated
results of its operations and its cash flows for each of the three years in the period ended October 1, 2006, in
conformity with U.S. generally accepted accounting principles. Also, in our opinion, the related financial
statement schedule, when considered in relation to the basic financial statements taken as a whole, presents fairly
in all material respects the information set forth therein.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the effectiveness of ZOLL Medical Corporation’s internal control over financial reporting as of
October 1, 2006, based on criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission and our report dated December 11, 2006

expressed an unqualified opinion thereon.

As discussed in Note A to the consolidated financial statements, effective October 2, 2005, the Company adopted
Statement of Financial Accounting Standards No. 123R, “Share-Based Payments” using the modified-
prospective transition method.

. /s/  ERNST & YounG LLP

December 11, 2006
Boston, Massachusetts
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ZOLL Medical Corporation
‘Conseolidated Balance Sheets

(000’s onutted, except per share amounts)

Oct. 1, 2006

Oct. 2, 2005

Assets \ ' ‘ " ,

Current assets: ' L
Cash and cash equivalents ....... ... $ 42,831 ’$ 36,270
Marketable SECUIIties ... . o o e e e 20,548 14,553

* Accounts receivable, less allowances of $7,897 and $5,555 at October 1, 2006 and '
October 2, 2005, respectively . ..ottt i e e e e i 59 078 ”47 733

Inventories: + . e oy S .
Raw IMaterials ot vt s it it e e e e e e e "t 16 832, *15 993
WOTK-IN-PrOCESS .\ e ettt e e e 4,847 . - 6 348
“Finished goods .. ..o 15,440 15,796
S 37,119 7' 38,637
Prepaid expenses and other COITENt @sSELS .. .....vviiin i iine s -9,010~. - 8,055

TOtAl CUTTENL ASSELS . . ... <. v . oeeeeeeee oo eraii el ' 1685867 145,248

Property and equipment at cost:, Lo e, -

Land, building and 1mprovemcnts ............................................ o L1712 1, 159
Machinery and equipment ........... ...l 53,859 43,938
CONSLrUCHON i PrOZTESS . . ..o tvit it e 4329 . 3,79¢

) 'Toohng ................................................................ 12,‘0_03 . 10,415
Furniture and fiXtures . .......c.ovinininiiniieii i e 33137 2981

' Leasehold IMProvements .. .......cvvrrnnnnenneiannnns wolo Ve "5278 7 + 4475
o C i el 19,954 . 66,7644

. Less accumulated depreciation ........,...., e e e ey 53,299 43,272
Net property and equipment .. ... ... vttt it i e 26,655 23,492

R 11914 T<3 116 R 1,310 1,250

Notesreceivable ... ... ... i e e 495 2,443 °

GOOBWIIl . oottt e e e e 24,421 21,594

Patents and developed technology, met ... ...t i i e 18,311 12,207

Deferred tAX aSSEE . ... oottt et e e e e 189 3,124

Intangibles and other assets, Net ... ... .. ... .. i i iar it e e 11,519 10,178

$251,486  $219,536

Liabilities and Stockholders’ Equity

Current liabilities:

ACCOUNts Payable ... ... i e $ 13,745 % 9,020
Deferred reVenUE ... ot e e e s 13,424 9,332
Accrued expenses and other tiabilities . ............. ... .o o oo, 28,671 19,756
Total current liabilities ... .. .. ... . . e e 55,840 38,108
Commitments and contingencies (Note J)
Stockholders’ equity:
Preferred stock, $0.01 par value, authorized 1 ;000 shares, none issued or outstanding . .
Common stock, $0.02 par value, authorized 19,000 shares, 9,684 and 9,599 issued and
outstanding at October 1, 2006 and October 2, 2003, respectively ................ 193 192
Capital inexcessof parvalue ......... .ot i e 119,262 115,515
Accumulated other comprehensive loss .. ... ... ... e (3,774) (3,104)
Retained armings ... ... ..ioiitt ittt e e e 79,965 68,825
Total stockholders” equity ........ .. viiiiiiiin i 195,646 181,428
$251,486 $219,536

See accompanying notes, which are an'integral partiof the ¢onsolidated financial statements?
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ZOLL Medical Corporation

Consolidated Income Statements

YEAR ENDED
. Oct. 1, Oct. 2, Oct. 3,
(000’s omitted, except per share data) 2006 2005 2004
Netsales .. ..o e e $248,849 $211.340 $211,785
Costofgoodssold ........ ...t 108,565 . 92,325 92,545
Grossprofit............... R P S 140,284 119015 119,240
Expenses: .
Sellingandmarketing . . ........... ... . i 79,416 75838 74,946
General and administrative ........ e e 22,417 18,667 14,504
Researchand development . . ... ... ... ... .. ... ... ... ... ... 23,394 . 22,896 18,376 .
Total XPeNSES ... it e 125227 117401 107,826
Income from Operations . ... .co. it iie i e iae i 15,057 1,614 11,414
Investment and other income ......... S 2,082 . 572 1,323
Income before INCOME LaXES . .. . ..o iv it i i et i it nsaas 17,139 2,186 12,737
Provision forincome taxes . ............ . o 5999 223_ 3,781
Netincome ................... J PR $ 11,140 3 1963 $ 8,936
Basic camings per common share ..............0......... R $ 116 $§ 021. %5 097
Weighted average common shares outstanding ......................... 9,643 9,565 9,191
Diluted earnings per common and common ¢quivalent share ., .. ........., $ 115 % 020 § 096
Weighted average common and common equivalent shares outstanding . . . . . 9,721 9,630 5,304
’ 1%
i

See accompanying notes, which are an integral part of the consolidated financial statements.
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ZOLL Medical Corporation
| Consolidated Statements of Stockholders’ Equity and Comprehensive Income

Accumulated
. Capital in Other Total
Ce e - . Common Excess of Par Comprehensive  Retained  Stockholders’
(000’s omitted) ‘ ‘ Shares  Amount Yalue Income (Loss)  Earnings Equity *
Balance at September 28, 2003 ... .. 9,063 181 99,714 (1,810) 57,906 155,991
Exercise of stock options . . . . . ..... 245 -5 5,109 : 5114
Excess tax benefit realized upon '

exercise of stock options ........ 1,093 1,093
Comiprehensive income: :

Netincome .................... 8,956 8,956
Unrealized loss on available-for-sale .

SECUTItIES ... .....ouvvevun...s (98) . (98}
Unrealized loss on derivatives ... ... (18) (18)
Cumulative foreign currency '

translation adjustment .......... (92) ' 92)
Total comprehensive income ...... ' . .+ 8,748
Balance at October 3, 2004 . ....... 9308 186 105916 (2.018) 66862 170,946

" Stock issuance for acquisition . . . . .. 240 5 8,769 ) ‘ ... 8774
Exercise of stock options .. ........ _ 51 1 613 . 614
- EXxcess tax benefit realized upon ‘ Co

exercise of stock options .. ...... 217. ' 217
Comp}ehensive income: : . : : .o ' '

Netificome .................... o T 1,963 1,963
Unrealized gain on available-for-sale o ‘ ' '

SECUMties ...............cuun. S 26 26
Unrealized gain on derivatives .. ... . 18+ - 18
Cumulative foreign currency )

“translation adjustment . ....7.... ’ (1,130 (1,130)
Total comprehensive income . ... .. _ ' ' ‘877
Balance at October 2, 2005 ........ 9,599  §192 $115,515 $(3,104) 368,825 5181428
Stock issuance for prior yea'r - S o

acquisition .............0...... 1,344 B 1,344
Exercise of stock options . ......... 85 1 1,405 o 1,406
Stock-based compensation ........ 715 7 00 ' 715
Excess tax benefit realized upbp

exercise of stock options ........ o ‘ 283 , . i .. 283
Comprehensive income: ' . - ,
Netincome .................... . : : - 11,140 11,140
Unrealized gain on available-for-sale '

SECUMHES .. ...ov't'irainannns ' 90 o - 90
Cumulative foreign currency _ L

translation adjustment .......... : . (760) . ., (760)
Total comprehensive income ...... ‘ " 10,470
Balance at October 1,2006 ... .... 9,684  $193 $119,262 $(3,774) $79.965  $195,646

See accompanying notes, which are an integral part of the consolidated financial statements
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ZOLL Medical Corporation

! ¢ Consolidated Statements of Cash'Flows
"
' . v , . YEAR ENDED

(000°s omitted) B - . - D s Oct.1,2006 Oct.2,2005 . Oct.3,2004
Operatmg Acu\'ltles N B ‘. -
NEtiNCOME ..o\ feuteeeeieiieainnns [ C $11,140  $ 1963 'S 8956
Adjustments 1o reconcile net income to net cash provided by operating activities: ' ‘

Depreciation and amortization .. ........ ... 12,286 11,211 9320

Stock-based compensation €XPensSe . .. .. ... 75 —

Excess tax benefit from the exercise of stock OPHORS ... ... ...oveviaenn.. — 27 1,093

Net unrealized gain on sale of marketable securities ................... ... 90 —_ 161

Net unrealized loss (gain) from hedging activities . ............ e — (18) 84

~ Provision for warranty expense ............ ... T 1,347 - 1,011 o 1315

- Writeoff of investment in AED@Home . ... — 324 C—
Lossondisposal of building . ... .. ... v v L= . = - 201
Deferred INCOME tAXES . .. oot i ettt ettt ittt ettt eia e aneeenn 2,153 C(L510) L., (900)

Changes in current assets and liabilities, net of effect of acqu1smons: . ;o :
Accountsreceivable . ........ ... .. ... ... ..., e et (10,164) " 4,397 (1,291)
INVENIOTiES ... .. ... e e . 453 (6,976) 2,482
Prepa:d expenses and other current ASSEIS L. vvreeni i [T o " (1,054) . (657, ' (1,316)
Accounts payable and acenied expenses J U 11,501 (2,582) (5,166)

Net cash provided by operating activities . ..............0 .. ... ... S 28,467 7,380 - - 14,939

Investing Activities: ! ‘ e -
Additions to property and eqUIPMent ... .... ..ot eiti i (10,521) - (8,531 + . (11,704)
Disposals of property and equipment ... ... ... oo -_ i 290 2,028
Purchases of marketable securities . .. ... ... . L i (36,561) (56,115) (9,000)

_Proceeds from sales and maturities of marketable securities ................ 30,566 59,735 10,074
Equity investments in private COMPANIES . . ... ....ovvirernnvanirarinren ‘ (60) - (567)
Payments for acquisitions, net of cashacquired . . ............ ... .ot (5,055 (8,020) (11,145)
Milestone payment related to prior year acquisition ............. ..o (1,327) ©(405) - . ‘
Amounts advanced to Lifecor under a line of Credlt ...................... (643) (1,338) (721
Other BSSELS, ML . . .. ottt v ettt i et D te i aa i iea e (361) . 1895 585

Net cash used in investing activities . .............. ... .. ... ... ... ... . (23,964) (12,489) .(20,450)

Financing Activities: )

Exercise of Stock OPHOMS ...t \ i virrt et ie et annnrre s vraeennn " 1,406 614 5114
Excess tax benefit from the exercise of slock options ............. b 283 — —.

Net cash prowded by ﬁmmcmg activities . ... ........... .. ... ... ... 1,689 . 614 5,114

Effect of exchange rates on cash and cash equivalents . ..................... 369 © 80 302

Net increase/(decrease) in cash and cash equivalents .. .......... ... e 6,561 4, 415) 95)

Cash and cash equivalents at beginningof year ........................... 36,270 . 40,685 40,780

Cash and cash equivalents atendofyear................. ... . ... ... ... $42831 - $36270 $.40,685

Supplemental disclosures of cash flow information: ' "

Cash paid during the year: )

‘Incometaxes ....L ... il e . % 2,576 $ 2,172 % 6,180
Non-cash activity during the year: . . :
Common stock issued at fair value for acqulsmon of Revivant.............. $ 1,344 $ 8714 . % —
Conversion of note receivable for Revivant acquisition ................... 5 — $ 5,563 b J—
Conversion of equity investment for Revivant acquisition . ................ $8 — $ 821§ —

- Conversion of investment for Lifecor asset acquisition ............... e -3 4798 5 - 5 —

- Earnout accrual for Lifecor asset acquisition .. ............... ... ... .. ... $ 2,587 5§ — 5 —,

i . . . [
See accompanying notes, which are an integral part of the consolidated financial statements.
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ZOLL Medical Corporation

Notes to Consolidated Fingncial Statements

Note A-Significant Accounting Policies

Descnptwn of Business: ZOLL Medical Corporation (“the Company™) designs, manufactures, markets and/
or sells non-invasive resuscitation devices and related software solutions. With® products for pacing,
defibrillation, circulation, ventilation, and fluid resuscitation, the’ Company provides a comprehensnve set of
technologies that help clinicians, EMS professmnals and lay rescuers resuscitate sudden cardiac arrest or trauma
victims. The Company also designs and markets software that automates the documentation and management of
both clinical and non-clinical information.

Principles of Consolidation: The consolidated financial statements include the accounts of the Company and
its wholly owned subsidiaries. All significant intercompany accounts and transactions have been eliminated. The
Company considers the principles of Financial Accounting Standards Board (FASB) Interpretatlon (FIN) No. 46,
Consolidation of Variable Interest Entities and Accounting Research Bulletin No. 51, Consolidation of Financial
Statements when determmmg whether an entity is subject to consolidation. The Company accounts for
investments in companies over which it has the ability to.exercise significant influence under the equity method
if the Company holds 50 percent or less of the voting stock.

Fiscal Year: The Company’s fiscal year ends on the Sunday closest to September 30. The years ended
October 1, 2006 and October 2, 2005 included 52 weeks and the year ended October 3, 2004 included 53 weeks.

Use of Estimates: The preparation of the financial statements in conformity with accounting principles
generally accepted in.the United States (U.S. GAAP) requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
date of the financial statements and the reported amounts of revenues and expenses during thc repomng period.
Actual results could differ from those estimates.

Cash and Cash Equivalents: The Company considers all highly liquid instruments with an oﬁgihal maturity
of three months or less to be cash equivalents. Substantially all cash and cash equivalents are invested in a money
market investment account. These amounts are stated at cost, which approximates market value.

.

Marketable Securities: The Company accounts for marketable securities in accordance with Statement of -
Financial Accounting Standards No. 115 “'Accouming for Certain Investments in Debt and Equity Securities”
(“SFAS 1157). SFAS 115 establishes the accounting and reporting requirements for all debt securities and for
investiments in equity securities that have readily determinable fair values. All marketable securities must be
classified as one of the following: held-to-maturity, available-for-sale, or trading. The Company classifies its
marketable securities as available-for-sale and, as such, carries, the investments at fair value, with unrealized
holding gains and losses reponed in stockholders’ equity as a separate compenent of accumulated other
comprehensive income. (loss). The cost of securities sold is.determined based on the specific identification
method. Realized gains and losses, and declines in value judged to be other than temporary, are included in
investment income, '

Concentration of Risk: The Company sells its products primarily to hospitals, emergency care providers, the
U.S. military and university teaching hospitals. Collatera! is generally not required. With the introduction of the
AED Plus product, the Company has established distribution agreements with approximately 400 distributors to
distribute this product. The Company performs periodic credit evaluations of its customers’ financial condition.
Total sales to various branches of the United States military were approximately $20 million in 2006, $14 million
in.2005 and $30 million in 2004. No single customer accounted for more than 10% of the Company’s total net
sales or accounts receivable. )
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ZOLL Médical Corporation

Notes to Consolidated Financial Statements—-{continued)

“In addition, the Company sells its products to the international market to both énd users and distributors.
Although the Company does not foresee a material credit risk associated with international receivables to either
end users or d1stnbutors repayment is dependent upon the financial stability of the customers to which it sells. In
order to mitigate the risk of loss in geographlcal areas with historical credit risks, in some cases the Company
requrres lelters of cred1l from its foreign customers. Foreign sales accounted for 27% 27% and 24% of the
Company a net sales in 2006 ~2005: 3and 2004, respectrvelym The ,percent of forergn 9ale§ to distributors was
approximately 38% in 2006, 37% in 2005 and 37% in 2004. No smgle dtstrlbutor or end e Ctistomer accounts
for a significant portion of the Company’s international sales or accounts recelvable. No individual foreign
country represented a significant portion |olf the Company"s sales or accounts receivable.

The Company maintains reserves for potential trade receivable credit logses, and such lossés historically
have been within managemem s expectattons These réserves are charged to bad’debt expenee when established.
Specrﬁczﬂly identified reserves are charged to selling and marketmg expenses. Provisions for general reserves are
charged to general and administrative expenses. The Company determmes the adequacy of this allowance by
regularly reviewing the aging of its accounts receivable and evaluanng individual customer receivables,
considering customers’ financial condition, historical experience, credit history and current economic condition.

Financial Insrrumenrs Management esnmates the fair value of the Company 5 ﬁnancral instruments, which
include cash and cash equivalents, marketable securities, accounts receivable, and accounts payable based on
assumptions concerning the amount and timing of estimated future cash flows and aqsumed discount rates
reflecting varying degrees of perceived risk. The can‘ymg value of these financial mstruments dpproximated their
farr value' at October 1, 2006 and October 2, 2005, respecnvely, due to the short-term nature of these instruments.

The Company utilizes forelgn currency forward contracts to reduce its exposure to foreign currency risk due
to fluctuations in exchange rates underlying the value of mtercompany accounts receivablé denominated in
foreign currencies and forecasted foreign currency denommaled sales to subsidiaries. The Company accounts for
all ‘derivative financial in$truments (foreign currency " forward ‘contrdcts) in accordance with SFAS 133
“Accounting for Derivative Instruments and Hedging Activities”. Changes in the fair value of derivative
instruments are recorded in eamnings unless hedge accounting criteria are met.* For derivative instruments
designated as fair value hedges, the changes in fair value of both the derivative instrument and the hedged item
are recorded in earnings. For derivative instruments designed as:cash flow and net investment hedges, the
effective portions of changes in "the fair value of the derivative -are recorded in ‘other comprehensive income
(“OCI"), and the inéffective’ portions are recognized in eammgs To-date, the ineffective portlons of changes in
the fair value of derivatives have not been material.« - - "

e L o . . Y

[

Inventories: Inventories, principally purchased parts, are valued at the lower of first-in, first-out (“FIFO”)
cost or market. Market is determined by the replacement value for raw materials and net realizable value, after
allowance for estimated costs of completion-and disposal, for work-in-process and finishéd goods. At October 1,
2006 and October' 2, 2005, our inventory was recorded at net realizable value requiring adjustments of $5.7
million, or 13.3% of our $42.8 million gross inventories in fiscal 2006, and $5.9 million, or 13.3% of our $44.5
million gross inventories in fiscal 2005.

. . 1
4 - s s

Intangible Assets: Patents are stated at Cost and amortized using the straight-line method over their expected
lives. Prepaid license fees are amorttzed over'the lermn of the related contract, once commercrahzanon “of the

related product begins. * . TR
. ]

B IS ] ]

In accordarice ‘with SFAS 142, Goodwill arid Other Intangible®Assets, the Company tests its goodwill for
impairment at least annually by comparing the fair value of the reporting units to the carrying value of those
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ZOLL Medical Corporation
Notesto Consolidated Financial Statements—(Continued)

reporting units. Fair value is determined based on an estimate of the discounted future cash flows expected from
the reporting units. The determination of fair value requires significant Judgmem on the part of management
about future revenues, expenses and ‘other assumptions that contribute to the net cash flows of the reporting units.
Addltlonal]y, the Company.. penodlcally reviews its goodwrl! for impairment whenever events or changes in
circumstances indicate that;an impairment ll'ldlCdtOl‘ has occurred. Since, many of the intangibles relate to new
tect_rlnqlogres, reg:overabrllty ef these assels depends on market penetration.

Property and Equipment: Property and equipment are stated at cost. In general, depreciation is computed on

a straight-line basis over the-estimated economic useful lives of the assets (40 years for buildings, three to ten
years for machinery and equipment and five years for tooling, furniture, fixtures, and software). Leasehold
improvements are amortized over the shorter of the useful life or the life of the related lease. Depreciation
. expense totaled $9,996,000, $9,220,000, and $8,617,000-in fiscal 2006, 2005, and 2004, respectively. Repair and

maintenance costs are expensed as incurred.

* - .
AT 1 . ) . ' A L '

Long-lived Assets: The Company reviews long-lived assets at’least-annually to.determine if any adverse
conditions exist that would indicate impairment, Conditions that would trigger an.impairment assessment
include, but are not limited to, a significant adverse change in legal factors or business climate that could affect
the value-of an asset or an adverse action’or.assessment by a regulator. If the carrying amount of an asset exceeds
the sum of its undiscounted ¢ash flows, the carrying value is written.down to fair vatue in the period identified.
Fair value is calculated as the present value of estimated future cash flows using a risk-adjusted discount rate.

- Investments: Investmients in those entities where the Company owns less than twenty percent of the voting
stock-of the individual entity and does niot exercise significant influence over-operating and financial policies of
the entity are accounted for using the cost method. Investments in those entities where the Company owns more
than twenty percent of the voting stock of the individual entity or less than twenty percent and exercises
significant influence over operating and-financial policies of: the entity-are accounted for'using the equity method.
As of October-1, 2006 and October 2,"2005, the Company’s invéstments were in companies that are not publicly
traded and, therefore, no established 'market for their securities exists. The Company has a policy in place to
reviéw ils investments on'a regular basis to evaluate the carrying value of the investments-in thesescompanies.
The fair- value’ of a cost method investment is mot estimated if there- are no identified events or changes in
circumstance that may have a significant adverse affect on the fair value of the investment.If the Company
believés that the carrying value of an investment is in excess of estimated fair value, it'is the Campany’s policy
to record an impairment charge to adjust the carrying value to estimated fair value, if the impairment is deemed
other-than-temporary.

R . 1 . - . .

As of October 1, 2006 and Oétober 2, 2005, the Comipany had investments of $1.3 million. .

. i o L . . 6"

. Revenue Recognition: Revenues from sales of cardiac resuscnauon devices, drsposable electrodes and
accessories are recognized when a srgned non-cancelable’ purchase order exists, the product is shrpped title and
risk have passed to the customer, the fee is fixed and determrnable and collection is considered probable.
Circumstances that generally preclude the immediate recognmon of revenue include shrppmg terms of FOB
destination or the existence of a customer acceptance clause in a contract based upon cuslomer inspection of the
product. In these instances, revenue is deferred until adequate documentation is obtained t ensure that these
criteria have been fulfilled. Similarly, revenues from the sales of our products to distributors fali under the same
guidelines. For all significant orders placed by our distributors, we require an approved purchase order, we
perform a credlt review,.and we ensure that the terms on the. purchase order or contract are proper and do not
include any contingencies whrch preclude revenue recognition. We do not typlcally offer any special rrght of
return, stock rotation or price protection to our distributors or end customers

. ’
i N . o
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Notes to Consolidated Financial Statements—(Continued)

Our sales to customers often include a cardiac resuscitation device, disposable electrodes and other
accessories. For the vast majority of our shipments, all deliverables are shipped together. In cases where some
elements of a multiple element arrangement are not delivered as of a reporting date, we defer the fair value of the
undelivered elements and only recognize the revenue related to the delivered elements in accordance with
Emerging Issues Task Force (EITF) 00-21 “Revenue Arrangements with Multiple Deliverablés”. Revenues are

- recorded net of estimated returns. Some sales to customers of our cardiac resuscitation devices may include some
data collection software. The cardiac resuscitation device and software product can operate independently of each

other and one does not affect the functionality of the other. In cases where both elements are included in a
customer’s order but only one has been delivered by the reporting date, we defer the fair value of the undelivered
element and recognize the revenue related to the delivered item in accordance with EITF 03-05, “Applicability of
AICPA Statement of Position 97-2, Software Revenue Recognition to Non-Software - Deliverables in an
Arrangement Containing More-Than-Incidental Software” and EITF 00-21.

We also license software under non-cancelable license agreements and provide services including training,
installation, consulting and maintenance, which consists of product support services, and unspecified upgrade
rights (collectively, post-contract customer support {“PCS™)). Revenue from the sale of software is recognized in
accordance with . the '‘American Institute of Certified Public Accountants (“AICPA”) Statement of Position
(“SOP?) 97-2;. “Software- Revenue Récognition,” as amended. License -fee-revenues are recognized. when a
non-cancelable license agreement has- been signed, the software product has -been delivered, there are no
uncertainties surrounding product acceptance, the fees are fixed and determinable, and collection is considered
probable. Revenues from maintenance agreements and upgrade rights are recognized ratably over the period of
service. Revenue for services, such as software deployment and consulting, is recognized when the service is
performed. Our software arrangements contain multiple elements, which include software products, services and
PCS. Generally, we do not sell computer hardware products with our software products. We will occasionally
facilitate the hardware purchase by providing information to the customer such as where to purchase the
equipment. We generally do not have vendor-specific objective evidence of fair value for our software products.
We do, however, have vendor-specific objective evidence of fair value for items such as consulting and technical
services, deployment and PCS based upon the price charged when such items are sold separately. Accordingly,
for transactions where vendor-specific objective evidence exists for undelivered elements but not for delivered
elements, we use the residual method as discussed in SOP 98-9, “Modification of SOP 97-2” Under the residual
method, the total fair value of the undelivered elements, as indicated by vendor-specific objective evidence, is
deferred and the difference between the total arrangement fee and the amount deferred for the undelivered
elements is recognized as revenue related to the delivered elements.

We do not typically Ship any of our software products to distributors or resellers. Our software products are
sold by our sales force directly to the end user. We may sell software to system integrators who provide complete
solutions to end users on a contract basis.

In fiscal 2005, we began pei’formance under a “state of readiness” contract awarded by the U.S. government
to supply defibrillators on short notice. Based on the award, we received two types of payments from the U.S.
government. The first payment of approximately $5 million was to reimburse us for the cost to acquire
inventories required to meet potentially short-notice delivery schedules. This payment is carried within ‘Deferred
revenue’ on our balance sheet as a liability under government contract.

We also received a payment from the U.S. government to compensale us for managing the purchase, build,

storage and inventory rotation process. This payment also compensated us for making future production capacity

available. The portion of this payment associated with the purchase and build aspects of the contract was
recognized on a percentage of completion basis while the portion of the payment for the storage, inventory
rotation and facilities charge was recognized ratably over the contract period.
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This government contract is for a one-year-term, and the U.S. government, has four one-year extension
options that require the payment of additional fees.to us if exercised (the contract is currently in its second
extension). These fees are for the storage; inventory rotation and facilities charge:and are recognized ratably over
the contract period. The U.S. government has two options to acquire defibrillators under this contract. They may
buy-on a replenishment basis,' which means we will record a sale under our,normal U.S. government price list
and maintain our “state of readiness”, or they may buy on a non-replenishment basis, which will still allowus to .
obtain normal margins but will reduce our future obligations under this arrangement.

" . o - : e . o [ s -

+ ~Under a separate contract awarded under the U.S. military’s Patient Movement Initiative (PMI) Program,
the Company shipped defibrillators to the U.S. military in 2003. The U.S. military has'been a long-time customer
of ours, but the PMI Program represented a large, discrete purchase of many additional units, In 2004, we
shipped additional defibrillators under the PMI Program and completed performance under this contract, -,

For those .markets for which we sell separately priced extended warrantics, revenue is deferred and

recognized over the applicable warranty period, based upon the fair value of the contract. e .

Adﬁorrising Costs: Advertising costs are expedsed a.:. inouoed a:nd,total_ed,$;2,082,000, $1,562,000, and
$2,127,000 in 2006, 2005 and 2004, respectlvely

Shipping & Hana'!mg Costs Shlppmg and handlmg .costs are, recorded in Costs of, Goods Sold and totaled
$4,440,000, $4,332,000 and $3,453,000 in 2006, 2005 and 2004, respectlvely . \

Product Warranty: Expected future product warranty costs, mcluded in accrued expenses and other
liabilities, are recognized at the time of sale for.all products covered under, warranty, Warranty periods usually
range from one.to five years. The Company estimates its warranty reserve requirement based upon the number of
units remaining under warranty and the historical per, ‘umt repair costs and return rates, and specific known
warranty issues: . o N T e D 3

‘L o4 er

: - . . ' P S IO bk B . . . .
Product warranty activity-for the:twelve months ended October 1, 2006 and October 2, 2005 is as follows: . 4
T e, L ‘1 Ve
Accruals for Warranties
Beginning Issued During the Decrease to Preexisting  Ending

(000’s omitted) | o . Balancer , - | Period © . .« Warranties .- Balance
October 1,2006 :~...0....... LS. 83263 0 81,347 cot 8996 $3.614

Octobér 2,2005 *........ P A ~$2679 ' S1,01L° ST 3427 T - $3.263

-

. . R
' [ N Lo "!. L i} . . A T . Ly A

Research and Development Expenses: The Co'mpany' evaluates whether to capitalize or cipense ‘software
development costs in accordance with SFAS No.'86, Accounrmg for the Costs of Compurer Software to be Sold,
Leased, or Otherwise Marketed. The Company sells products in a market that is subject to rapid technological
change, new product development and changing customer needs; accordingly, the Company has concluded that
technological feasibility is not established until the development stage of the product is nearly complete. The
Company defines technological feasibility as the completion of a working model. The time period during which
costs could be capitalized from the point of reaching technological feasibility until the time of general product
release, is very short and, consequently, the amounts that could be capitalized are not material to the Company’s
financial position or results of operations. For products other than software products, research and development
costs are expensed as incurred.

Foreign Currency: The functional currency for each of the Company’s subsidiaries is each country’s local
currency. All assets and labilities are translated into U.S. dollar equivalents at the exchange rate in effect on the
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balance sheet date. Revenues and expenses are translated at the average ekxchange rates for the year. Translation
gains or losses are recorded in stockholders® equity as an element of accumulated other comprehensive income.
The Company also incurs transactional gains and losses resulting from transactions denominated ‘in foreign
currencies and the translation of intercompany balances. Such items aré recorded as other income (expense) in
the consolidated income statement and totaled approximately $9, 000, ($293,000) and $329 000 in 2006, 2005

--Tand 2004 respectively.

L T Y SRS VU IS Y ﬁrlm&. ‘_';&- N S R .

Stock-based Compensation: The Company adopted the provisions of Stalcment of Financiak ‘Accounting
Staridards 123R, “Sharc-Based Payment” (“SFAS 123R™), beginning October 3, 2005, using the modified
prospective transition method. SFAS 123R requires the Company to measure'the cost of employee services in
exchange for dn award of equity instruments based on the grant-date fair value of the award and to recognize cost
over the requisite service period. Under the: modified prospective transition' method, financial statements for
perieds prior to the date of adoption are not adjusted for the change in accounting. However, compensation
expense is recognized for (a) all share-based payments granted after the effective date under SFAS: 123R, and
(b) all awards granted under SFAS 123 to employees prior to the effective date that remain unvested on the
effective date. The Company recognizes compensation expense on fixed awa:ds with pro rata vestmg on a
straight-line basis over-the vesting period. ) Lot .

Prior to QOctober 3, 2005, the Company used the intrinsic value method to account for stock-based employee
compensation under Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees,”
and therefore the Company did not recognize compensation expense in association with options granted at or
above the market price of the Company’s common stock at the date of grant.

On July 22, 2005, the Company accelerated the vesting of the Company’s outstanding stock options-with an
exercise price greater than the closing price of the Company’s common stock on that date ($26.62). The
Company accelerated-the vesting to reduce the effects of the adoption of SFAS 123R, which requires companies
to recognize stock-based compensation associated with stock options based on the fair value method. Had the
Company not taken this action, $3.6 million of stock-based compensation charges would have been recorded in
the statement of operations through fiscal 2008 (approximately $2 million in fiscal 2006; approximately $1
million in fiscal 2007; and approximately $600,000 in fiscal 2008).

" As a result of adopting SFAS 123R, stock-based compensation charges during the twelve months ended
October 1, 2006 totaled approximately $715,000. As a result of adopting SFAS 123R, earnings before income
taxes for the twelve months ended October 1, 2006 decreased by approximately $697,000. Net earnings
decreased by approximately $418,000 for the twelve month period ended October 1, 2006 or $0.04 per basic and
diluted share. Total stock-based compensation expense capitalized as part of inventory for the twelve month
period-ended October 1, 2006 was approximately $57,000. The tax benefit.of stock option exercises is now
recorded in the “Financing Activities” of the “Consolidated Statements of Cash Flows™. -
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The following table presents a reconciliation of reported net income (loss) and per share information to pro
forma net loss angd per share informiation that would have been reported if the fair value method had been used to

account for stock-based employee compensation in 2005 and 2004. The estimated fair value of each option is
calculated using the Black Scholes optlon-prlcmg model:

(000’s ommed except per share data) - . v, . . 2005 2004

Net income-as reported .. .......... T S - $1,963 § 8,956
Deduct: Total stock-based employee compensation expense determined under fair value

. -based methods for all awards, net of related mxeffects ... ...... S e et (5,630) (2,637
Net income (loss) pro forma . . S Cee . e . ETTRRTTr . $(3;667) $ 6,319
Earnings (loss) per share: l
Basic - as reported . ... ... e $ 021 $ 097
Basic—proforma ........... ... SR T “. $(0.38) $ 0.69
Diluted - as reported . .. ... e [P L. 8 020 . $ 096
Diluted — pro forma .......... e e P L $(038) 8 069

The fair value of cach opllon grant is esnmated on the date of the gram usmg the Black-Scholes option-
pricing model with the followmg weighted avcragc assumpnons for uscd for grants in 2006 2005 and 2004:

. 2006 20050 2004
Dividend yield ... .......o..'iriiiiiiai N 0% 0% 0%
Expected volatility ........................ e s e . 417% 654% 66.4%
Risk-free interest rate ...........o0veenrnnnereinannns e 452% 3.89% 3.43%
Expected lives (Years) .........rnoeero i e 6.25 5.00 5.00
Weighted —average fair value of options granted during theyear ............... *$12.39 $1698 §$ 1874

Historical Company information was the primary basis for the expected v.ola.lility assumption. Prior year
grants were calculated using historical volatility data over the options expected life (five years). The Company
believes that the historical volatility over the life of the option (ten years) is more indicative of the options
expected volatility in the future. Therefore, beginning in fiscal 2006, the, Company’s expected volatility is based
upon historical volatility over a ten year period. The Company was unable to use historical information to
estimate the expected lives and therefore uvsed the ‘“simplified” method as prescribed by the SEC's Staff
Accounting Bulletin No. 107. Forfeiture rates used for executives and non-executives, based on historical
information, ranged from 5% to 25%. . . . i

Earnings per Share: The shares used for calculating basic earnings per common share were the weighted
average shares of common stock outstanding during the period and the shares used for calculating diluted
earnings per common share were the weighted average shares of common stock outstanding during the period
plus the dilutive effect of stock options.

4

(000’s omitted) ‘ 2006. 2005 2004

Average shares outstanding for basic q:e‘m'lings per share . .. .. PO ST 9,643 9,565 9,191
Dilutive effect of stock options and restricted stock grants ................ e " 78 65 113
Average shares outstanding for diluted earnings pershare ...................... ... L9721 9,630 9304
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Average shares:outstanding for diluted earnings per share does not include options to purchase 1,084,423,
994,082 and 543,247 shares of common stock for the fiscal years 2006, 2005 and 2004, respect:vely, as their
effect would have been antidilutive. oy e : .

Comprehensive Income: The Company computes comprehensive income in accordance with Statement of
Financial Accounting Standards No. 130 (“SFAS 130") “Reporting Comprehensive "Income.” SFAS 130
establishes standards for the reporting and display of comprehensive income and its components in financial
statements. Other comprehensive income, as defined, includes all changes in equity during a period from
non-owner sources, such as unrealized gains and losseson available-for-sale securities, foreign currency
translation.and the changes in fair value of the effective portion of our outstanding cash flow hedge contracts.
Total comprehensnve loss for fiscal 2006 and 2005 was as follows!

(000’s omitted) 2006 2005

Unrealized gain/(loss) on avallable for-sales securities ... .... ..o ovinr v irnnnnnnanns 3 7 % (83
Cumulative fqrelgn currency translation ............ . ... ..o i (3,781) (3,021
Accumulated other comprehensive loss ... $(3,774) $(3,104)

Recent Accounu?g Pronouncements: In July 2006, the FASB issued Imerpretatlon No. 48 “Accounting for
Uncertainty in Income Taxes (“FIN 48™). FIN 48 prescrlbes guldance for’ recogmuon measurement and
disclosure of uncertain tax ‘positions recognized in financial- statements in accordancé with SFAS No. 109
“Accounting for Income Taxes”. The provisions of FIN 48 interpretation will be applied to all tax positions upon
its initial adoption. The Company is required to adopt FIN 48 in fiscal year 2008 and the cumulative effect, if
any, of applying FIN 48 will be reported as an adjustment to the opening balance of retained earnings for such
fiscal year. The Company is currently evaluating the impact of FIN 48 on its consolidated financial statements.

v

Note B-Marketable Securities BV R

¢

Investments in marketable securities are classified as available-for-sale at October 1, 2006 and October 2,
2005. Availablé-for-sale secuntles consist of mainly corporate obhgatlons of $20 5 mllllon and $14.6 million as
of October 1, 2006 and October 2 2005 respectlvely ‘ s v o

'l' > ] Ny ‘. r

- The sécurities aré carried at fair value, with unrealized gains and losses reported in stockholders’ equity as a
separate component'of accumulated cther comipréhénsive income.- At'October 1, 2006 and October 2, 2003, the
investment portfolio had gross unrealized gains of $7,000 and' gross unrealized losses'of $83,000, respectively.
Net gains/(losses) reclassified from accumulated other comprehensive 'income to earmnings was not material in
2006, 2005 and 2004, The Company realized gains of $13,000 and losses of $5.000 on sales of available-for-sale
securities in 2006, gains of $2,000 and losses of $2,000 in 2005, and losses of $161,000 in 2004. The market
value of investments matiring in the next year is $20.6 million, $5.7 million matures within two to five years,
and $4.5 million’ has matunues greater than 20 years. o

. . ! . ek . g

Note C- Investments

Lo

“In January 2003 the Company invested $1.3 million in the common stock of Advanced Clrculalory
Systems, Inc. (formerly ResQSystems, Inc.), a development slage medlcal device' corporatnon The Company’s
investment in Advanced Circulatory Systems, Inc. (“ACSI”) represented approxnmately 6% of ACSI's
o_utstanding common stock as of October 1, 2006, - -~

The Company accounts for its investments at cost, which approximates market.
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Note D-Acquisitions

-In March 2006, the Company exercised its option to acquire the assets of Lifecor, Inc. (“Lifecor”), a
privately owned medical equipment company that designs, manufactures and markets a wearable external
defibrillator systemn (“LifeVest”). In April 2006, the Company closed the acquisition of the assets of Lifecor, and
now utilizes those assets in its ZOLL Lifecor subsidiary. The Company believes that the acquisition presents an
opportunity to expand its presence in the resuscitation market because the LifeVest provides patients with the
benefit of unhindered mobility. As a result of the transaction, ZOLL acquired Lifecor’s assets and business,
assumed Lifecor’s outstanding debt (which included the forgiveness of approximately $3 million of debt owed to
ZOLL), and also assumed certain stated liabilities, for a total consideration of approximately $10 million.
Additional consideration will be in the form of eam-out payments to Lifecor based upon future revenue growth
‘over certain stipulated threshold amounts of the acquired business over a five-year period through fiscal 2011,
Beginning April 3, 2006, the results of operations of Lifecor are included in the consolidated income statement of
the Company. In connection with the acquisition of Lifecor, a manufacturing agreement was terminated. The
terms of the agreement were deemed to be at fair value and, therefore, no gain or loss was recognized.

The following is a summary of the Company’s estimate of the estimated fair values of the assets acquired
and liabilities assumed. :

{000’s omitted)
Assets: '

b Current asseéts . ... ..., R e - $ 2,052
Property and equipment . ..........%....... 2,152
Intangible assets subject to amortization (estimated 13 year weighted-average

useful lifey ..... e e e, 10,600
Intangible assets not subject to amortization ................ ... ..., e 440°
Total assets acquired . ... ... D . e o 15,244
Liabilities: o S '

Current liabilities . . . . .. e B Y 12,699
Debtassumed ............... e, e ... ... 5,160
. Accrued earnout ............ e e e P 2,587
Total liabilities assumed .................. R 10,446
Netassetsacquired ... ... ... . ittt $ 4,798

Supplemental (Unaudited) Pro Forma Information

The unaudited pro forma combined condensed statements of income for the period ended October 1, 2006
give effect to the acquisition of the Lifecor business as if the acquisition had occurred at the beginning of the
year, October 3, 2005, and the corresponding periods in the prior year after giving effect to certain adjustments,
including amortization of the intangibles subject to amortization and related income taxes.

The unaudited pro forma combined condensed statements of income are not necessarily indicative of the
financial results that would have occurred if the Lifecor business acquisition had been consummated on
October 3, 2003, nor are they necessarily indicative of the financial results which may be attained in the future.
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The pro forma statement of income is based upon available information and upon certain assumptiohs that
the Company's management believes are reasonable. The Lifecor business acquisition is being accounted for
using the purchase method of accounting. The allocation of the purchase price is preliminary. Final amounts
could differ from those reflected in the pro forma statement of income, and such differences could be significant.

C e e o ' i

.

. Twelve Months Ended 8
(000°s omitted) A o ' October 1,2006  October 2, 2005
Net sales ... .. P e e - $253,031 $216,076
Netincome .........overiiiirneennana... e e ‘ $ 10,106 § @omn
Net income per common share . . . _
CBasic ... e e , 3 105 $ (0.0
Dituted . ............. e IR 8 104 S (004)

Certain of the Company’s business combinations involve the payment of contingent consideration. The
October 2004 acquisition of Revivant Corporation (now ZOLL Circulation, Inc.) provided for milestone
payments, tied to the completion of certain clinical trials of the AutoPulse Resuscitation System through 2006.
These arrangements are not considered ‘contractual obligations until the milestone is met. During the second
quarter of fiscal 2005, the Company made a milestone payment of $1 million, related to the publication of
clinical data, in the form of $500,000 in cash and 15,188 shares of the Company’s Common Stock. The terms of
the acquisition of Revivant, as well as the terms of the March 2004 acquisition of the assets of Infusion
Dynamics, Inc. (“Infusion Dynamics™), and the April 2006 acquisition of the assets of Lifecor, provide for
possible annual earn-out payments based upon revenue growth over a multi-year period. Such payments may be
due with respect to Revivant through fiscal 2007 and with respect to Infusion Dynamics. and Lifecor through
fiscal 2011. Because all of these prospective earn-out payments will be based upon revenue growth over several
years, a reasonable estimate of the future payment obligations cannot be determined. Annual earn-out payments
to Infusion Dynamics, in the form of cash, for fiscal 2004 and. 2005 were approximately $405,000 and $544,000,
respectively. We have accrued, but not yet paid, an earn-out for 2006 of approximately $467,000. The Company
also has paid approximately $1.6 million in earn-out payments for fiscal 2005 to thé former shareholders of
Revivant, approximately $783,000 in the form of cash and 23,800 shares of the Company’ $ Common’Stock. We
have accrued, but not yet paid, an earn-out for 2006 of approximatety $2.4 million, of wh1ch approximately $1.2
million will be paid in cash and the remainder with the issuance of approximately 37,000 shares.

.t

Note E-Prei)aid Expenses and Other Current Assets

Prepaid expenses and other current assets consist of:

{000’s omitted) ‘ Oct. 1, 2006  Oct. 2, 2065
Deferred income taxes (Note I) . . ... .. ..o , $6,693 $5,733
Other ...... e e e e e e e e 2,317 2,322
“Total prepaid expenses and other current assets . . . .. P e .. $9,010 $8,055

62




ZOL1L Medical Corporation
~ Notes to Consolidated Financial Statements—{Continued)

Note F-Intangibles and Other Assets

‘Intangibles and other assets consist of: C o T o
) . Oct. 1, 2006 . .. Oct. 2, 2005
Weighted Gross Gross .
Average Carrying Accumulated Carrying Accumulated
" (000’s omitted) Life Amount  Amortization Amount  Amortization
Prepaid license fees . .................. ... .. 19 years $ 9,437 $1,762 $10,071 $1,349 *
Patents and developed technology .............. 12 years 21,753 3,442 14024 1,817
Customer-related intangible ................... 10 years 3,300 165 — —
Intangible asset not subject to amortization .. ... .. 440° — — —
Other assets ...... D e — 1,953 1,684 3,003 1,547

$36,883  $7,053 $27,098 $4,713

Total amortization expense for the fiscal 2006, 2005 and 2004 was approximately $2,290,000, $1,991,000,
and $660,000, respectively. : '

The following table provides estimated amortization expense for-each of the five succeeding fiscal years
based upon the Company’s intangible asset portfolio at October 1, 2006.

PR ]

Estimated
Amortization
. ‘ . ‘ . Expense
! Fiscal Year (000’s omitted)
2007 . ot e $ 3,202
2008 ..... e e e a e 3,047
2009 ..... S SR 2,960
2000 e U . 2,830
200l e e e e e e 2,765
TRELEATIEL . . . o\t ettt ettt e et et e e e e 15,012
' ' ‘ .+ $29,.816
Note G-Accrued Expenses and Other Liabilities
Accrued expenses and other liabilities consist of:
(000" omitted) Oct.1,2006  Oct. 2, 2005
Accrued salaries and wages and related expenses .......:........ S '$ 9844 §65%
Accrued Warranty EXPeNSE ... ... .u..teii i 3ol4 . 3,263
Deferred 1ease INCEMIVES . . oottt ittt ittt e ittt sttt innrerans 2,648 2,767
Accrued COrpoTate iNCOME TAXES . . o . v v\ttt vt o e e enerevtranane e eneenens . 1,927 ' 899 .
Accrued earnoutpayments .. ............ ... e, 4,258 1,291
Other accried eXpenses . .. .................. e S el 6,380 4,942
. Total accrued expenses and other liabilities . . ... ............. e S Cees $28,671  $19,756
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Note H-Line of Credit

The Company maintains an unsecured working capital line of credit with its bank with borrowing capacity
up to $12 million. This line of credit bears interest at the bank’s base rate (8.25% at October 1, 2006). The full
amount_ of the line was available to the: Company at October 1, 2006. There are no covenants related to this line

of credit. * o
. . ' .;1,_!:; t N ' :l, + . ,j‘.
Note 1-Income Taxes .

The provisiép for income taxes consists of the following: : ' ' ' ‘ ’

- . . ‘ . . . ' " 1 '
(000°s omitted) ) ) . 2006 2005 2004
Federal: S - _ . .

Current . .ivcn...... e e e e $1.419 § (180) $3,634

Defermed .. e et e 2,251 (1,254 (817)
' . ‘ . : : 3,670  (1.434) 2817
State: : _
CUITENE . e e e e e e e e e e e 820 158 690
. Deferred. .. ,....... T e eeseo. (193)  (256)  (83)
PR , 627 (98).. .607
Foreign: _ : )
CUITENE £ e e et 1,607 1,755 357
Deferred: .o o e 95 — —
1,702 1,755 357
Total: . . . C
Current ..:............ e S e 3846 1,733 4,681 y.
Deferred .................. e e 2,153 (1,510) (900)
R . . $5,999 $§ 223 33,781

The following table allocates income before income taxes between domestic and foreign jurisdictions:

(000’s omitted) ] 2006 2005 2004
DOmeStC .. ..ot O $12,847 $(2,257) $11,895
2005 3741 O 4292 4,443 842

$17,139 $2,186 $12,737

- The income tax provision differed from the statutory federal income tax provision as follows:

(000°s omitted) S 006 2005 2004
INCOME 1aXES AL SLAWULOTY TALE . . . . ..ottt ese s e en e e neeenaenaeennn e $5,999 '$765 $4,458
Tax credits, federal and state ........ ... ... ... i (90) (311)  (393)
Extraterritorial income exclusion ... ....... e R (407 (387 ‘(450)
State income taxes, net of federal benefit .:.................. e 445  (141) 414
Utilization of previously unbenefited foreignloss .............. e — — (124)‘
Foreign income taxes at differentrates ................... e an @n o 19N
Other ..... e e e e e 129 324 73

$5,999 $1223 §3,781
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Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of

assets and liabilities for financial reporting purposes and the amounts used for income fax purposes Significant
. components of the Company’s deferred tax assets and hablhtles are as. follows : :

(000's omitted) ' L 01,2006 0ct.2,2005
Deferred 1ax assets: . ‘ o PR C e e e
Acquired NOL—RevivantCorp. ................. S e $ 9,533 , $13.442 '
Accounts receivable and inventory .. ........ e e e, 3,768. . 3,450
Product warranty accmals . ........ 0o ceeeeaean 2,834 2,268
Resgarch and development benefits ... .. e [P .= 331
- . Acquired R&D credits ............. et ey, 893 . 893
Capitalized start-up costs . ....... [P e e 416 | 666
Otherassets ............ N T R E R RPN g 2,618, 1,813
Total deferred (aX ASSES . . .\ oo oottt et ae e e 20,062 22,863
Deferred tax liabilities: — R .. N ) PR
- Accelerated tax deprecmtlon ........ [, e e e i. . 146, . 1,732
. Prepaid expenses ............ U X T 5 — ., . 328
INEANEIBIE ASSELS . . ...\ttt et 0 3467 3,196
Unrepatriated foreign earnings . ...........c i iiiiiiinn i 826 431
Total deferred tax liabilities ............ e e e AT » 5,039 5,687
Net deferred tax asset before valuation allowance . e AU L a 115,023 T 17,176
5 Valuanonallowance.:....................I..'..'..‘...'_'....'.;.'..‘ ..... .:‘.i"" (8]37) (8,319)
. Net deferred tax asset .......... P ey S $ 6886 $ 8,857

As a result of the acquisition of Revivant Corporation, the Company, at the date of acquisition, obtained net
operating loss carryovers of approximately.$43.8 million, which willvexpire in ‘its fiscal yedrs ending 2012
through 2024 The utilization of these losses is subject to the Section 382 limitdtions:and the Company has
established a valuation allowance 1o reduce the deferred tax asset to the amount that is more likely than not to be
recognized. The Company also obtained approximately $900,000 of research tax credit carryovers against which
a fullvaluation allowance has been provided. These credits will expire. at the end of fiscal years 2012 - 2024.
The Company also acquired technology, valued at $9.0 million on its books, which has no income tax basis,
resulting in $3.2 million of deferred tax liabilities. w¥

The Company provides income taxes on the undistributed earnings of non- U S subsidiaries except to the
extent that such earnings are indefinitely invested outside the United States. At October 1, 2006, approximately
$7.6 million of pretax undistributed earnings of non-U.S. subsidiaries were indefinitely invested. At the existing
U.S. federal income tax rate, additional taxes of approximately $1,145,000 would have to be prov1ded if such-
earnings were remitted currently.

During the fourth quarter of fiscal 2005 the Company concluded an Internal Revenue Service (IRS)
examination of fiscal years 2001, 2002 and 2003. The finalization of the IRS audit for these years resulted in a
minimal positive impact for fiscal 2005. - - HERE

Note J-Commitments and Contmgenc:es

In October 2005, a lawsuit was brought against ZOLL Data Systems Inc a wholly owned sub51d1ary of the
Company (ZDS), by Adept Computer Solutions, Inc. in the U.S. District Court for the District of Colorado
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(Adept Computer Solutions, Inc: v. ZOLL Data Systems and John Does 1-20). Plaintiff alleges that ZDS
incorporated one of the plaintiff’s software products into a ZDS product that was distributed to ZDS customers.
Plaintiff claims breach of contract, copyright infringement, trademark violations; and unfair competition.
Plaintiff amended its complaint in March 2006 to add claims of alleged violations of the Digital Millennium
Copynght Act. The Company is defendmg itself vigorously in this litigation, and believes that anytllablllly~that

.- ~ZDS:mayshave‘to the' plaintiff in this matter would not have a material adverse impact on its financial condition,
results of operations or cash flow. However, the litigation process is inherently uncertain, and the Company can
make no assurances as to the ultimate outcome of this matter.

e e

The Company is, from time to time, involved in the normal course of its business in various other legal
proceedings, including intellectual property, employment and product liability suits. Although the Company is
unable to quantify the exact financial impact of any of these matters, it believes that none of these other currently
pending matiers will have an outcome material to its financial condition or business.

The Company leases certain office and manufacturing space under operating leases. The Company’s office
leases are subject to adjustments based on actual floor space occupied. The leases also require payment of real
estate taxes and operating costs. In addition to the office leases, the Company leases automobiles for business use
by a portion of the sales force. A -

The Company’s exccutive headquarters and defibrillator manufacturing operations are -located in
Chelmsford, Massachusetts. The Chelmsford facility is covered by an eight year lease, beginning July 1, 2003
and expiring on June 29, 2011, The agreement does not contain a renewal period and provides that the Company
pay a pro-rata amount of the landlord’s real estate tax and operating expenses based upon square footage. The
lease also provided the Company with an allowance of approximately $3.7 million for any construction costs
associated with their relocation efforts to the leased facility. This reimbursement has been recorded as a deferred
lease incentive within accrued expenses and other liabilities and is being amortized as a reduction to rent expense
over the life of the lease. Any leasehold imprfovements'made as part of the relocation have been capitalized as
leasehold improvements within Property and Equipment and are being amortized over the 8 year life of the lease.

Listed below are the future minimum rental payments (excluding common area maintenance and real estate
tax charges) required under operating leases with non-cancelable terms in excess of one year at October 1, 2006.

(000’s omitted) ,

200 e e e e e $2,403
2008 Lol R e e . 2,319
2000 L e e e e e e e e e e e e i e 1,958
2010 e e e e e e e e 1,401
L0 L T 992
Thereafter . ... ... i e e L —_

© Total rental expense under operatmg leases was approx1mately $3 358,000, 32, 954 000, and $i,979,000 in
2006, 2005 and 2004, respectively.

The Company also has non-cancelable purchase commitments of dpproximately $635 000 in fiscal 2006.
Purchases under these coOmmitments lolaled $965 000, $933000 and $992000 in 2006, 2005, and 2004
respectively. ‘ ' .
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Note K-Hedging Activities \ .ot Cre L

1]

;The Company operates globally, and its earnings and cash flows are exposed to market risk from changes in

-currency exchange rates. The Company addresses these risks through a risk management program that includes

the use of derivative financial instruments. The program is operated pursuant to documented corporate risk
management policies. The Company does not enter into any derivative transactions for speculative purposes.

'The Company uses foreign currency forward contracts to manage its currency transaction exposures with

.intercompany receivables . denominated in foreign currencies. These currency forward contracts are not

designated as cash flow, fair value or net investment hedges under Statement of Financial Accounting Standards
No. 133 (“SFAS 133"), “Accounting for. Derivative Instruments and Hedging Activities” and, therefore, are
marked to market with changes in fair value récorded to earnings. These derivative instruments do not subject the
Company’s earnings or cash.flows to material risk since gains and losses on those derivatives offset losses and
gains onrthe assets and liabilities being hedged. These derivative instruments are emered into for penods
consistent with the currency transaction exposures, generally three months. .

. The Company had one forengn currency forward contract outstanding at October 1, 2006, servihg to mitigate
the foreign currency risk of a substantial portion of our Euro-denominated intercompany balances, in the notional
amount of approximately 3 million Euros. The net settlement amount of these contracts at October 1, 2006 is an
unrealized gain of approximately $34,000, which is included in earnings.

The Company occasionally uses foreign currency forward contracts to manage its currency transaction
exposures.from forecasted foreign currency-denominated sales to its subsidiaries. These currency forward
contracts are designated as cash flow hedges under SFAS 133; therefore, the effective portion of the gain or loss
is reported as a component of “other comprehensive income” and will be reclassified into earnings in the same
period or periods during which the hedged forecasted transaction affects eamings The ineffective portion of the

" derivative's change in fair value would be recognized currently- through earnings regardless of whether the

1nstrumem is designated asahedge . - 4 : I T

Nel realized gains/(losses) from foreign currency forward contracts totaled’ ($141,945), $114, 000 and
($368,000) during 2006, 2005 and 2004, respectively, and are included in “investment and other income”, in the
consolidated statement of income. 1

3 R T . . 1 . . f PN : . 1 4 . W

The Company had no forward exchange contracts outstanding serving as a hedge of our forecasted sales to
our subsidiaries at Qctober 1, 2006 and October 2, 2005. At October 3, 2004, the Company had four foreign
currency forward contracts outstanding, all maturing ‘in less than twelve; months, to exchange the Euro, British
Pound; Australian Dollar and Canadian Dollar for U.S. Dollars totaling $1.7 million. The net settlement amount
of these contracts at October 3, 2004 was an unrealized loss of approximately $18,000. . ' Y

Net recognized losses from foreign currency forward contracts, serving as a hedge of our forecasted foreign
currency denominated sales to subsidiaries, totaled $108,000 and $340,000 during 2005 and 2004, respectively,

-and'are included in “net sales™:in the consolidated statement of income. Also during 2004, the Company had an

ineffective portion -of its British Pound cash flow. hedge in the amount of 4,000 GBP. ‘Because of its
immateriality, the net loss on this ineffective portion was reported in net sales and not reclassified to investment
and other income on the consolidated statement of income. No other portion of these hedges was ineffective
during 2004. The Company did not enter into any derivative contracts designated as cash flow hedges in fiscal
2006 or 2005.

67




ZOLIL Medical Corporation
Notes to Consolidated Financial Statements—{(Continued)

Note L-Stockholder’s Equity

Preferred Stock: On June 8, 1998, the Company’s Board of Directors adopted a Shareholder Rights Plan. In
connection with the Shareholder Rights Plan, the Board of Directors declared a dividend distribution.of one
Preferred Stock purchase right for each outstanding share of Common Stock to stockholders of record as of the
close of business on June 9, 1998. Initially, these rights are not exercisable and trade with the shares of ZOLL's
Common Stock. Under the Shareholder Rights Plan, the rights generally become exercisable if a person becomes
an “acquiring personybyacguiiting. 15% ormore of the Common Stock of ZOLL, if a person who owns 10% or
more of thie Comnion  Stock OHZO TN detenmwrlpduogrbe.a nygadyerse person” by the Board of Directors, or if a
person commences a tender- offer lhatuwould result: in:that 'person” ownmg_lS% or’ more of. the Common Stock of
ZOLL. Under the Shareholder Rights*Plan, a shareholder of ZOLL' who beneﬁcna]]y owns 15%¥6F more of the
Company’s Common Stock as of June-9, 1998 generally will be deemed an “acquiring person” ‘if such
shareholder acquires additional shares of the Company’s Common Stock. In the event that a person becomes an
“acquiring person™ or is declared an “adverse person” by the Board, each holder of a right (otlier than the
acquiring person or the adverse person) would be entitled to acquire such number of shares of: Preferred Stock

which are equivalent to ZOLL Common Stock having a value of twice the then-current exercise price of the

right. If ZOLL is acquired in a merger or other business combination transaction after any such event, each
holder of a right would then be entitled to purchase, at the then-current exercise price; shares of the acquiring
company’s Common .Stock having a value twice the exercise price of the right. The Board of Directors. is
authorized to fix the designations, relative rights, preferences and limitations on the Preferred Stock at the time of
issuance. To date, no shares of preferred stock have been issued.

Stock Option Plans: At October 2, 2006, the Company had two active stock-based compensation plans
-under which stock-based grants may be issued, and two other stock-based compensation plans under which
grants are no longer being made. No further grants are being made under the Company’s 1992 Stock Option Plan
(“1992 Plan”) and 1996 Non-Employee Directors’ Stock Option Plan (“1996 Plan”), and option grants remain
outstanding under both-such plans. The Company’s active plans are the Amended and Restated 2001 Stock
Incentive Plan (“2001 Plan”) and the 2006 Non-Employee Director Stock Option Plan (“2006 Plan™).

At the 2006 Annual Meeting, the Company’s Stockholders approved, (i) an additional 315,000 +shares
available for issuance (for a total authorized of 1,260,000 shares) pursuant to nonqualified stock options to be
granted from time to time under the 2001 Plan, plus 60,000 shares to be issued as restricted Common Stock from
time to time under the 2001 Plan; and (ii) the adoption of the 2006 Plan, with 55,000 shares authonzed for
issuance, to-replace the existing 1996 Plan, upon its expiration in Apnl 2006. :

Stock options outstanding under the 1992 Plan, the 1996 Plan, the 2001 Plan, and the 2006 Plan generally
vest over a four-year period and have exercise prices equal to the fair market value of the Common Stock at the
date of grant. All options have a 10-year term. All options issued under the 2001 Plan and 2006 Plan must have
an exercise price no less than fair market value on the date of grant. Restricted Common Stock grants to be made
under the 2001 Plan will generally vest over a four-year period.

The total number of shares authorized for these plans was 3,860,000, of which approximately 562,000
remain available for grant at October 1, 2006. Approximately 1,347,000 shares of Common Stock are reserved
for future issuance under thé Company’s stock option plans as of October 1, 2006. - LT

“h
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+ Changes in outstanding stock options for the year ended October 1, 2006, were as follows:

' 1 : ’ 1
Weighted-Average Aggregate
, ' . Remaining Intrinsic
} Number of Stock  Weighted-Average  Contractnal Term Value
' - . Options Exercise Price in Years ($000°s)
Outstanding at October 2,2005 ............. 1,262,952 $3377- - :
Granted ........... N 221,000 23.63
Bxercised . ... ... i s (61,198) 2298
Forfeited ................. .0 ..s. RN (136,153) 3242 : -5
Outstanding at October 1,2006 ............. - 1,286,601 - $3049 6000 ¢ $8,041
Exercisable at October 1,2006 . ............. .,1,038226 . $3200. ., 534 $5,044
Vested and expected to vest at October 1, : - Te S [
2006 ... i 1,187,085 $30.47 6.00 $7,519

-

The following table summarizes information about stock options outstandjng and exercisable at October 1,
' v ' . s I . N toa .

2006. , .
(000’5 omitted, except per share data) ! . Options Outstaﬁding * 'dpiioné Exercisable - '
: ' t Weighted-Average Weighted- R ' - Weighted:
Range of <+ Number ) Remaining Average . Number ., ’ Average
Exercise Price . Ouistanding - _Contractual Life  Exercise Price , Exercisable . Exercise Price
$.000-$900. - - . 39 :.. ., 104years . .. $ 698 39, $ 698
$ 9.01-818.00 . . 40 - . 243 years $10.52, | - 40, . %1052 ..
) $18.01-$27.00 - 2335, . 794 years . - . $23.29, 91 .. -$22.72
$27.01-$36.00 .- 597 6.30 years; . - $33.09. . . . 586, v $33.13 .
$36.01-$45.00 261 4.26 years $39.20 261 $39.20
$45.01-554.00 . 15 . .3.57 years o $5l.25" R 15 « .« $51.25
5 0.00.-$54.0Q ' 1,287 - - ' 6.00years - « $3049 ' 7 *1,038 ¢ '$32.00 -

oo ' ‘ ' . Ty B . b . L
Total intrinsic valdé of options exercised in fiscal 2006, 2005,  and 2004 was approximately $769;000,
$846,000, and $3.4 million, respectively. It is-the Company’s policy to issue new shares upon the’eketciserof
. Lo i (I ' o :

options. e o g ' ‘ N o i
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ZOLL Medical Corporation
Notes to Consolidated Financial Statements—(Continued)

The following table summarizes the activity for unvested resiricted stock awards for the year ended
October 1, 2006:

Weighted-Average
) : . Shares Fair Value
Unvested at October 2,2005 ..., — $ —,
Granted .........cciii . e e 19,050 2647
Vested ... e e — —
Forfeited .. ... e e — -

Unvested at October 1, 2006 ......... e L. 19,050 ' $26.47

At ' October 1, 2006, there was 'approximately $3.0 million of unrecognized compensation cost relaied to
non-vested awards, which we expect to recognize over a weighted-average period of 3.14 years.

[ Y

Note M-Employee Benefit Plans

Defined contribution retirement plan: ZOLL has a defined contribution retirement plan (the “Pldn”) which
contains a 401(k) program for all employees with three months of service who have attained 21 years of age.
Participants in the Plan may contribute up to 15% of their eligible compensation. The Company may make
discretionary” matching contributions to'the Plan in" an amount determined by its Board of Directors, The
employer match is currently set at 33% of. the employee contribution up to 7% of eligible compensation. In 2006,
the Board of Directors approved an increase in the employer match from 25% to 33% of the employee
contribution up to 7% of eligible compensation. The Company recorded expense related to Company
contribitions of approximately $491,000, $637,000, and $420,000 in 2006, 2005 and 2004, respectively, related
to the Plan. In 2005, employees of ZOLL Circulation, Inc. became eligible to participate in the P]an In 2006,
emp]oyees of ZOLL Lifecor, Inc. became ehglble to part1c1pate in the Plan. '

401(k) Salary Deferral Plan: Begmmng in 1998, ZOLL Data Systems, Inc. (ZDS) has maintained a
retirement savings plan {the “ZOLL Data Systems Plan™) pursuant to which eligible employees may defer
compensation for income tax purposes under section 401(k) of the Internal Revenue Code of 1986. Participanis
in the ZOLL Data Systems Plan may contribute.up to 15% of their eligible compensation, which contributions
are matched by ZDS at 50% of the employee contribution.up to 6% of eligible compensation. The Company may
make discretionary matching contributions to the ZOLL Data Systems Plan in an amount determined by its
Board of Directors. ZDS recorded expense related to Company contributions to the ZOLL Data Systems Plan of
approximately $114,000, $139,000, and $127,000 in 2006, 2005 and 2004, respectively.

Note N-Segment and Geographic Information

Segment Information: The Company operates in a single business segment: the design, manufacture and
marketing of an integrated line of proprietary non-invasive resuscitation devices, and systems used for
emergency resuscitation of cardiac arrest victims. In order to make operating and strategic decisions, ZOLL’s
chief operating decision maker (its Chief Executive Officer) evaluates revenue performance based on the
worldwide revenues of four customer/product categories. However, due to shared infrastructures, profitability is
evaluated based on an enterprise-wide measure. These customer/product categories consist of (1) the sale of
resuscitation devices, data management software, and accessories to the North American hospital market, (2} the
sale of the same items and data collection management software to North American pre-hospital market, (3) the
sale of disposable/other products in North America, (4) the sale of resuscitation devices and accessories and
disposable electrodes and data management software to the international market.
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ZOLL Medical Corporation
Notes to Consolidated Financial Statements—(Continued)

Net sales by customer/product categories were as follows:

ot
‘ ¥

(000’s omitted) ' ' 2006 2005 2004

Hospital Market-North America ......... ... ... ... ... .......... $ 75579 § 70,266 3 R7.844
Pre-hospital Market-North America ................................. 97,405 72,831 62,701
Other-NOMh AIMEIICA ..ot v ittt it st ettt ia s eat e taae s 19,336 19,628 19,982
International Market-excluding North America......................... 56,529 48,615 . 41,258

$248,849 3211340 $211,785

The Company reports assels on a consolidated basis to the chief operating decision maker.

Geographic information: Net salés by major geographical area, determined on the basis of destination of the
goods, are as follows:

)

(000°s omitted) 2006 2005 2004

Uited SIS ... ..ot et te et e $180,832 $155,093 $161.414
FOTRIgN ...t P 68,017 56,247 50,371

$248,849 $211,340 $211,785

. Long-lived assets located outside the United States are not material. -

» In each of the vears in the three year period ended October 1, 2006, no single customer represented over
10% of the Company’s consolidated net sales.

Note O-Legal Proceedings

In October 2005, a lawsuit was brought against ZOLL Data Systems, Inc., a wholly owned subsidiary of the
Company (ZDS), by Adept Computer Solutions, Inc. in the U.S. District Court for the District of Colorado
(Adept Computer Solutions, Inc. v. ZOLL Data Systems and John Does 1-20). Plaintiff alleges that ZDS
incorporated one of the plaintiff’s software products into a ZDS product that was distributed to ZDS customers.
Plaintiff claims breach of contract, copyright infringement, trademark violations, and unfair competition.
Plaintiff amended its complaint in March 2006 to add claims of alleged viclations of the Digital Millennium
Copyright Act. The Company is defending itself vigorously in this litigation, and believes that any liability that
ZDS may have to the plaintiff in this matter would not have a material adverse impact on its financial condition,
results of operations or cash flow. However, the litigation process is inherently uncertain, and the Company can
make no assurances as to the ultimate outcome of this matter.

The Company is, from time to time, involved in the normal course of its business in various other legal
proceedings, including intellectual property, employment and product liability suits. Although the Company is
unable to quantify the exact financial impact of any of these matters, it believes that none of these other currently
pending matters will have an outcome material to its financial condition or business.
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R - ZOLL Medical Corporation
Notes to-Consolidated Financial Statenients—{Continued)

?

Note P-Quarterly Financial Data (Unaudited) ~ * ' - '- L

" Summarized quarterly financial data for 2006 and 2005 is as follows:

L |
. . . . . . Quarter Ended L ata
(000's omitted, except per share data) ‘ ] Oct. 1,2006  July 2, 2006 - April 2,2006.- Jan. 1, 2006
Neétsales .0 ... O e e - $72289  $64,267 - $56,833  '$55,460
Gross profit +*'. F. ... 0= e . 141,373 . 36,289 - 31,643 - 30,979
Income from -operations; ;... ...... e, 7,567 3,333 2,775 - 1,382
Netineome . o e e e e e et - 5,396 - 2,530 2,082 1,132
Basic earnings per common share . . ............ .. ... ... $ 056 . % 026 § 022 $ 012
Diluted earnings per common and equivalent share, . . . . . ce-. 8055 % 026 .8 021 . § 012
Quarter Ended
(000°s qmitt_ed,lexqept per share data) R T Oct. 2, 2005 July 3, 2005 Apr]]3 2005 Jan. 2, 2005
Netsales ......... e e - $57,127 - $51,093 $52,491 . . $50,629.
Gross profit . ... 31,482 29,433 29,671 28,429
Income (loss) from operauons .......... e o 2,535 171 247 ., (1,339)
Net income (loss) e PPN 2,238 132 159 (566)
Basm eammgs (loss) per common share .......... ... e $ 023 % 001 $ 002 " '$'(0.06)
Diluted earmngs (loss) per common and equwalent share ..".. % 023 -§ 0.0r1 $ 0.02 3 (0.06)
P [ ", s e opdl

" As dlscussed in Note A, the Company’s financial statements are prepared on a ﬁscal year bas;s endmg on
“the last Sunday closest to September 30. The year ended October 1, 2006 and October 2, 2005 included 52
weeks. The year ended October 3, 2004 included 53 weeks- The quarter, ended October 3; 2004 included 14

weeks.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

Not Applicable.

Item 9A. Controls and Procedures.

Evaluation of Disclosure Controls and Procedures ‘ _

"Qur Chief Executive Officer and Chief Financial Officer (our principal executive officer and 'principal
financial officer, respectively) have evaluated the effectiveness of our disclosure controls and procedures (as
defined in Rules 13a-15(e) and 15d-15(¢) of the Securities Exchange Act of 1934, as amended) as of the end of
the period covered by this annual report on Form 10-K. Based on this ‘evaluation, our principal executive officer
and principal financial officer have concluded that, as of the end of the period .covered by this report, the

Company's disclosure controls and procedures are effective.

v

Changes in Infernal Control Over Financial Reporting

' There were no significant changes in the Company’s internal control over financial reporting that occurred
during the quarter ended October 1, 2006 and through the date of this ﬁlmg of Form 10-K that have matenally
affected, or are reasonably likely to materially affect, the Company’s internal control over financial reporting. |

Management’s Report on Internal Control Over Financial Reporting T

,Our management is respon51blc for estabhshmg and, mamtammg adequate internal control over financial
reportmg, as such term is defined in Exchange Act Rule 13a-15(f) Under the supervision and with the
pamenpauon of our managemem including our pnnmpal executive officer and principal ﬁnanc1al officer, we
conducted an evaluation of the effectiveness of our internal control over financial reporting based on the
framework in Jnternal Comml—lntegrared F ramework issued by the Committee of Sponsoring Organizations of
the Treadway Commlssum Based on our evaluation under the framework in Internal Control—Integrated
Framework our management concluded thal our internal control over financial reportmg was effecnve as of
October 1, 2006.

P ‘ L ' . . . . ‘-
. . . ‘e

. -Our management’s assessment of the effectiveness of our internal control over financial reporting as of
October 1, 2006 has been audlted by Emnst & Young LLP, an independent reglstered pubhc accountmg ﬁrm as
stated in thelr report below. . L . .- . o o ca

o

r . /s/- RICHARD A.PACKER ~ ., .° L : . /s/ A.ERNEST WHITON. .
PR " Richard A. Packer. o : . -, A. Ernest Whiton.,
~ - /Chief Executive Officer and President . . ., = . . Yice President of Administration and

A .Chief Financial Ofﬁcer

¥
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B " Report of Indépenident Registered Publi¢ Accounting Firin
To the Board of Directors and Stockholders of ZOLL Medical Corporation:

We have audited management’s assessment, included in the accompanying Management's Report on Internal
Control Over Financial Reporting, that ZOLL Medical Corporatron maintained effective internal control over
financial reporting as of October 1, 2006 based on criteria establishéd in Internal Control——Integrated Framework
issued by the Committee of Sponsoring Organizations. of the Treadway. Commission (the COSO criteria). ZOLL
Medical Corporation’s management is'responsible for maintaining effective internal control over financial
reporting and for its -assessment of the effectiveness of internal control over financial reporting. Qur
responsibility is to express an opinion on management’s assessment and an opinion on the effectiveness of the
company’s internal control over financial reporting based on our-audit. o . . -

. o ey P * . FEAP
We conducted our audit in accordance with the standards of the Public Company! Accounting Oversight Board
{United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting®was maintained. in"ail material respects.: Our audit
included obtaining an understanding of internal control over financial reporting, - evaluating management’s
assessment testing, and evaluatlng the design and operatrng effectlveness of internal control, and performing such
other procedures as_we considered necessary m the mrcumstances We belteve that our audit provides a
reasonable basis for ovr opinion.

A company’s internal control over fina.ncial'reporting {is a process .designed to .provide reasonable assurance
regardmg the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accountmg pr1nc1ples A company s internal control over ﬁnanc1al reportmg
includes those policies’ and procedures that (1) pertam to the maintenance of records that in reasonable detail,
accurately and fairly reflect the transactlons and d1sp051t10ns of the assets of the company, (2) prov1de reasonable
assurance that transactions are recorded as necessary fo’ perrnlt preparauon of ﬁnanc1al statements 1n accordance
with generally accepted accounting pnnc1ples and that rece1pts and expendltures of the company are berng made
only in accordance w1th authonzattons of management and dlrecto}rs of the! company, and (3) provrde reasonable
assurance regarding prevenuon ‘or tlmely detection” of unauthorized acquisition, use, or dlSpOSlthIl of the
company’s assets that could have a material effect on the financial statements.

i

Because of ' its mherent limitations, ‘internal ¢ontrol over *financial Téporting rnay not prévent or detect
misstatements. Also, projections of any evatuation of* effectiveness t6 future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compllance with' the
policies or procedures may deteriorate.

In our opinion, management’s assessment that ZOLL Medical Corporation maintained ‘efféctive internal control
over financial reporting as of October 1, 2006, is fairly stated, in all material respects, based on the COSO
criteria. Also, in our opm1on ZOLL Medical Corporation maintained, in all material respects, effective internal
control over financial reportmg as'of October 1, 2006, based on the COSO criteria.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the 2006 consolidated financial statements of ZOLL Medical Corporation and our report dated.
December 11, 2006 expressed an unqualified opinion thereon.

Is/ ERNST & YOUNG LLP

December 11, 2006
Boston, Massachusetts

Item 9B. Other Information.
Not Applicable.
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A . PartIIl

] (v [ ! ) ivee

Item 10. Drrectors and Executive Officers of the Reglstrant , Lo .' .

The Company’s Board of Directors currently consist of six members, divided into three classes, with the
drrectors of each class servmg for a term of three years. The followmg are the members of the Board:

o . 7';.,“

Class I Directors (terms expire at 2007 Annual Meetrng) o o "
* James W. Biondi, M.D. ' . . T
Chairman of the Board, Cardlopulmonary Corporauon and Ivy Bromedrcal Systems Inc. ' c

. L (I vy

Robert J. Halliday
Executwe Vice President and Chlef Fmancral Officer, Varian Semlconduclor Equrpment Assocrates

Inc. . 1 . '
' ‘ ' o . N T B

CIassIDrrectors (terms expire at 2008'Annual Meetmg) o T T e e i S

Daniel M. Mulvena ot ‘ L ‘ . .o
Principal, Commadore Associates, Inc. (consulting) ‘ . o

o - -t

" Benson F. Smith
‘Author and speaker

0 . . . .
vy . o, N LI ")
.

. . * . a v . L i

"y I o e ",

Class II Directors (terms expire at 2009 Annual Meeung)
Thomas M. Claflin, II I o Y |
Pnncrpal, Claflin Capital Management, Inc. (venture capital)
M o v et ' ) S 2 AT’
" “Richard A Packer | - e ‘ v KR ) .. Dt
‘Chairman and Chlef Executwe Officer, ZOLL Medrcal Corporanon R
A ! ¥ in T ”- R .. 4 . '
" Other information requrred by this Item ‘with respect to' directors i incorporated hereini by reference from
the Company’s definitive Proxy Statement for the 2007 Annual Meeting of Stockholders (the “Proxy Statement™)
under the caption “Proposal 1—Election of a Class of Directors”.

o O : . o T T A"

‘Information regarding Executive Officers of the Company i detailed below:* " L
Pt e | .

' : . .t X DL ' oo. P oo

Executive Officers of Registrant

bt ‘ L T i T T O I S B
Name . , . L Ag_e m A y
Richard A. Packer . .. .. e .49 Chalrman Chref Executrve Ofﬁcer and Presrdem
A Emest Whiton, .................. 45 Vlce PreSIdenl of Admrmstratlon and Chlef Fmancnal Ofﬁcer
Ward M. Hamilton ................ 59 Yice President, Maﬂ;eung ; T
Donald R. Boucher ................ 54 Vice President, Research and Development
Alexander N. Moghadam ........ .. 42 .Vice President, International Operations _, .
Steven K. Flora ...... e, .n;, 93 Vice President, North American Sales . . .
Edward T.Dunn ............ “wivv.... 33 Vice President, Operations e oo
JohnP. Bergeron .................. 55.. Vice President and Corporate Treasurer oy T
StephenKormm .......... ...... ...« 61 Vice President, General Counsel and Secrelary !

. *Mr. Packer joined the Company in 1992 and in- November 1999 was appointed Chairman of the Board and
Chief Executive Officer. Mr. Packer served as President, Chief Operating Officer and director from 1996 to his
appointment as CEO From 1992 to 1996 he served as Chief Fmanmal Ofﬁcer and Vrce Presrdenl of Operallons
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Corporation, a consumer clectronics company. Prior to this, Mr. Packer was a manager with the consulting firm
of PRTM/KPMG, specializing in operations of high technology companies. Mr. Packer received B.S. and
M. Eng. degrees from the Rensselaer Polytechnic Institute'and a M.B.A. from the Harvard Graduaté School of
Business Administration, L .

.. : . : B S L
Mr. Whiton joined the Company as Vice President of Administration and Chief Financial Officer in January
1999, Prior to joining the Company, Mr. Whiton was Vice President and.Chief Accounting Officer of lonics,
Incorporated, a global separations technology company, which he joined in 1993. Prior .to lonics, he was 2
manager at Price,Watethouse. Mr. Whiton has received a B.S. in Accountlng from Bentley College and a M.B.A.
from the Harvard Graduate School of Business Administration.

., Mr. Hamilton; joined the Company.as,Vice President of Marketing in February 1992. Prior to. this time,
Mr. Hamilton served from 1985 to 1991 as Director of New Business Development and Director of Marketing
for ACLS products for Laerdal Medical Corporation, a manufacturer of portable automated defibrillators, and
from 1977 to 1985 as Marketing Manager for defibrillators, and non-invasive blood pressure monitors for
Datascope Corporation. Mr. Hamilton received a B.A. in polltwal science from Hartwmk College and a M.P.A.
from the University of Southern California. : e o )

Mr. Boucher joined the Company as Vice President of Research and Development in December. 1993, Prior
to joining the Company, Mr. Boucher served from 1977 to 1993 with Corometrics Medlcal Systems, Inc a
manufacturer of fetal and neonatal monitors, most recently as Vice President of Engineering. Mr. Boucher
received a M.B.A. from the University of Connecticut, an M.S.E. in bioengineering from the University, of
Pennsylvania, and a B.S. in engineering from Northeastern Umversxty

, o

Mr. Moghadam joined the Company as Vice President of Intema‘fional Operations in January 2005. Prior to
joining the Company, from 1995 to 2005 Mr. Moghadam held a variety of commercial and operational roles with
Thermo Electron, which included eight years of overseas assignments in Asia (Shanghai, Hopg Kong) and
France. Mr, Moghadam holds a MBA from DePaul Umversnty, a Master of International Management from
American Graduate School of Intgrnational Management (Thunderbird), and a B.S..in biology -from Loyola

University of Chlcago no . C
Mr. Flora joined the Company as Vice Presidentﬂof North Amerioan Sales in September 1993. Prior to
joining the Company, Mr. Flora served from 1981 to 1998 in various positions with Marquette Medical systems,
a manufacturer of cardiovascular and physmlogtcal monitoring systems, most recently as Vice President of Sales.
Mr. Flora received his B.S. in Biology from the University of Illinois.
oo e SRR
Mr. Dunn joined the Company as Director of Materials in Apnl 1995. In November 1997, he was appointed
Vice President of Operations. Prior to ‘joining the Company, Mr. Dunn was Materials Manager at Baird
Corporatxon a manufactirer of spectrometers and mght vision devices, which he joined in 1986. Prior to joining
Baird, ‘Mr. Dunn was' Manufacturing Manager at "Chelsea Clock Company, a manufacturer of marine clocks.

Mr. Dunn received a B S in Industnal Engmeermg from Northeastem Umversny : L

’ .

‘ Mr. Bergeron joined’the Company as Vice President and Corporate Treasurer ifi August 2000. Prior to
joining the Company, Mr. Bergeron was Vice President at Ionics, Incorporated, a global separations technology
company, where he also served as Corporate Treasurer and Tax Director. Prior to joining Ionics in 1988,
Mr. Bergeron served in a variety of tax posmons at other ‘multinational -corporations, Mr. Bergeron' réceived a
B.B.A. from the University of Massachusetts at Amkerst and a M.S. in Taxation from Bentley College. "

Mr. Korn joined the Company in 2005, and serves as Vice-President, General Counsel, and Secretary. From
1989 t0'2005 Mr. Korn was Vice Presidént, General Counsel and‘Seéretary. of lonics,  Incorporated. Prior to his
employment with Ionics, Mr. Korn sérved as Vice Pre51dent General Counsel and Secrétary of Symbolics, Inc. a
developer of drtificial intelligence hardware and software, and was a member of-the Boston law firm’ of Wndett
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Slater & Goldman, P.C..Mr.,, Korn holds a J.D. degree from -Harvard.Law School,. an;M.A. degree in organic
chem1stry from Columbia Umvcrsny, and-a B.A. degree in chemistry from Brandeis Umversny

Information requlred with respect to compliance w1th Section 16(a) of the Exchange Act appears under the
captlon “Proposal I - Election of a Class of Directors - Section 16(a) Beneficial Ownership Reportmg

Compliance” in the Company 's Proxy Statement,'which is incorporated herein by reference. e
. . SR I

Code of thzcs -
"

. The Company has adopted a Code of Ethics that applies to all its employees, mcludlng its pnncnpaj
executwe officer, .principal financial officer and controllér. This Code of Ethics was ratified by the Board of
Directors in December 2003. This policy became effective for all of ZOLL’s employees in June 2004.-This Code
of Ethics is available on our websnte WWwW. zoll com, under the heading Investor Relations, and is called “Code of
Conduct”.

Item 11. Executive Compensation.

The information required by this Item is incorporated by reference from the Proxy Statement under the
captions “Proposal | - Election of a Class of Directors - Executive Compensation”.

Item 12, Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters.

'The information required by this Item is incorporated by reference from the Proxy Statement under the
captions “Proposal 1 - Election of a Class of Directors” and “Other Matters - Principal and Management
Stockholders”. See also “Equity Compensation Plan Information” under Part II, Item 5 of this Annual Report on
Form 10-K. : :

Item 13. Certain Relationships and Related Transactions.

The information required by this ltem is incorporated by reference from the Proxy Statement under the
captions “Proposal 1 - Election of a Class of Directors - Certain Relationships and Related Party Transactions”.

Item 14. Principal Accounting Fees and Services.

The information required by this Item is incorporated by reference from the Proxy Statement under the
captions “Proposal 1 - Election of a Class of Directors - Independent Registered Public Accounting Firm”.
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SCHEDULE II - VALUATION AND QUALIFYING ACCOUNTS*

Classifications
Year Ended October 1, 2006
Allowance for doubtful accounts

Year Ended October 2, 2005
Allowance for doubtful accounts

Year Ended October 3, 2004
Allowance for doubtful accounts

Additions

Charged to ,
Balance Costs
Beginning of and i . Balance At End
Period Expenses Deductions of Period

$5,555,000 $2,409,000 § 67,000 $7,897,000

$4,855,000 $1,991,000 $1,291,000 ° $'5,555’,OOO

$4,689,000° $1;187,000%61,015,0006 $4,855.000
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Part IV

Item 15. Exhibits and Financial Statement Schedules

(a)1)

@®

(@)(3)

Exhibit
No.

31

32

4.1
10.1
10.2.
10.3
10.4

10.5
10.6

107

[

10.8

10.9

10.10
10.11

The following Consolidated Financial Statements, Notes thereto and Report of Independent Registered
Public Accounting Firm are set forth under Item 8:'

Report of Independent Registered Public Accounting Firm i

Consolidated Balance Sheets _

Consolidated Income Stateménts - oot U
Consolidated Statements of Stockholders’ Equity and Comprehensive Income:

Consolidated Statements of Cash Flows

Notes to Consoltdated Financial Statements

3 " LN
T . ' "

The following Cons_olldated Ftnanc1a] Statem_enl Schedule is included herein: .
Schedule I - Valuation and Qualifying Accounts

All other schedules have been omitted since the information is not required, the amounts are not
sufficient to require submission of the schedules or because the information is included in the
consolidated financial statements.

The following is a complete list of Exhibits filed or incorporated by reference as part of this report:

Exhtbtl

Restated Arttc]es of Organization. (2)

Amended and Restated By-laws. (2) o
Shareholders Rights Plan. (5)

Amended and Restated 2001 Stock Incentive Plan, as amended through January 25, 2006{9)*
1992 Stock Option Plan. (2)*

1983 Incentive Stock Option Plan, as amended and restated February 6, 1990. (2)*.

Revolving Loan and Security Agreement dated March 9, 1992 between the Company and Brown
Brothers Harriman & Co. (2) .

2006 Non-Employee Director Stock Option Plan (9)*

Form of Non-Qualified Stock Option Agreernent under the 2006 Non- Employee Dlrector Stock Optton
Plan (9)*

Form of Restricted Stock Award Agreement under Amended and Restated 2001 Stock Incentive
Plan (9)* - : . . :

Form of Non-Qualified Stock Option Agreement under Amended and Restated 2001 Stock Incentive
Plan (9)*

Employment Agreement dated July 19, 1996 between the Company and thhard A, Packer regardmg
Mr. Packer’s employment. (3)*

1996 Non Employee Directors’ Stock Option Plan (6)* ‘

Sentor Executive Severance Agreement dated January 21, 2000 between the Company and thhard
A, Packer. (7)* ' Lo s

+

79




10.12  Amended and Restated Executive Severance Agreement dated April 1, 2002 between the Company and
A. Ernest Whiton. (10)*

10,13 2001 Stock Incentive Plan (1)*
1014 Form of Option Agreement under the 2001 Stock Incé'n(i've Plan (14)*

10.15 Executive Severance Agreements by and between the Company and each of Ward Hamilton, Donald K
Boucher, E. J. Jones, Steve Flora and Edward Dunn. (10)* T .

10.16 Form of Non-Quallﬁed Stock Option Agreement under the ZOLL Medical Corporauon 1996 Non—
Employee Directors Stock Option Plan (11)* - A .o . -

10.i7 Amendment dated September 14, 2005 to Master Agreement and Asset ‘Purchase Agreement dated
March 29, 2004 among the Company, LC Acqunsmon Corporation, and LifeCor, Inc. (12)

10.18 License and Supply Agreement between ZOLL Medlcal Corporauon and LifeCor, Inc dated March 29,
2004. (15) o c

10.19 Form of Additional Advance Note to be issued to the Company by LifeCor, Inc. (12)

1020 Master Agreement by and Among the Company, LC Acquisition Corporation and LifeCor, Inc. dated
March 29, 2004. (12)

1021  Asset Purchase Agreement by and Among the Company, LC Acquisition Corporation and LifeCor, Inc.
dated March 29, 2004. (12)

10.22 Executive Severance Agreement between the Company and Alexander Moghadam dated August 10,
2005 (13)*

14.0 Code of Conduct (8)
21.1 Subsidiaries of the Company (4) .
23.1 Consent of Erist & Young LLP (4)

240  Power of Attorney (4) included in signature page

31.1 Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. (4)
31.2 Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. (4)
321 Certification of Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. (4)
322 Certification of Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. (4)

Footnotes:

(1) Incorporated by reference from the Company’s Reglstratlon Statement on Form S-8, under the Secunues
Act of 1933 (Registration Statement No. 33-3101839 filed with the SEC on December 13, 2003).

(2) Incorporated by reference from the Company’s Registration Statement on Form S-1, as amended, under the
Securities Act of 1933 (Registration Statement No. 33-47937 filed with the SEC on May 15, 1992).

3 'Incdrporated by reference from the Company’s Annual Report for 1996 on Form 10-K, as amended, filed
with the Securities and Exchange Commission on December 27, 1996 (SEC File # 0-20225)

(4) Filed herewith.

(5) Incorporated by reference from the Company’s Current Report on Form 8-K filed with the Securities and
Exchange Commission on June 11, 1998. (SEC File # 0-20225) . .

(6) Incorporated by reference from the Company’s Registration Statement on Form S$-8, under the Securities
Act of 1933 (Registration Statement No. 33-368401 filed with the SEC on December 4, 1998).

(7) Incorporated by reference from the Company’s Annual Report for 2000 on Form 10-K, as amended, filed
with the Securities and Exchange Commission on December 29, 2000. (SEC File # 0-20225)
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(8 Incorporated by reference from the Company’s Annual Report for 2003 on Form 10 K, filed with the
Securities and Exchange Commission on December 19, 2003.

(9) Incorporated by reference from the Company's Quarterly Report on Form 10-Q, filed with the Securities
and Exchange Commission on February 10, 2006.

(10) Incorporated by reference from the Company’s Annual Report for 2004 on Form 10-K, filed w1th the’
Securities and Exchange Commission on December 17, 2004.

(11} Incorporated by reference from.the Company’s Quarterly Report on Form 10-Q, filed with the Securities

and Exchange Commission on Tanuary 2, 2005.

(12) Incorporated by reference from the Company's Current Report on Form 8-K, filed with the Securities and
Exchange Commission on September 20, 2005.

{13} Incorporated by reference to the Company’s Quarterly Report on Form 10-Q for the quarter ended July 3,
2003, filed with the Securities and Exchange Commission on August 12, 2005.

(14) Incorporated by reference to the Company’s Registration Statement on Form 5-8, under the Securities Act
of 1933 (Registration Statement No., 333-120310 filed with the SEC on November 9, 2004).

(15) Incorporated by reference from the Company’s Quarterly Report on Form 10-Q filed with the Securities
and Exchange Commission on May 12, 2006.

*  Represents management contract or compensatory plan arrangements,
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. - SIGNATURES ) L T '
. ] ' B L g N |
Pursilani to the requirements of Section 13 or 15(d) of the Securities Exchangé Act of 1934, the registrant
has duly caused this report to be mgned on its behalf by the unders1gned thereunto duly authorized, on
December 15,2006: ‘ B R ‘

[ e ' v ST T

: ZOLL Médical',c.o.fp(;ratiol-.l .s. } e e

L . By:+ . ' /s/ RICHARD A, PACKER--. .. . -

! . Richard A. Packer
Chamnan and Chlef Executlve Ofﬁcer
2

S 2 CoeTeee T e
Toaaem T oo 1w I Y S S s ¥ S, FhE 2 T P
TS SR o SooEn o B L N A e abgrgtey YO T M A

! ' - POWER OF ATTORNEY

. 1 oo . R v g . P

KNOW ALL MEN BY THESE PRESENTS that each individual whose signature appears below constitutes
and appoints each of Richard A. Packer and A. Emest Whiton such person’s true and lawful attorney-in-fact and
agent with full power of substitution and resubstitution, for such person and in such persen’s name, place and
stead, in any and all capacities, to sign any and all amendments (including post-effective amendments) to this
Annual Report on Form 10-K, and to file the same, with all exhibits thereto, and all documents in connection
therewith, with the Securities and Exchange Commission, granting unto each said attorney-in-fact and agent full
power and authority to do and perform each and every act and thing requisite and necessary to be done in and
about the premises, as fully to all intents and purposes as such person might or could do in person, hereby

ratifying and confirming all that any said attorney-in-fact and agent, or any substitute or substitutes of any of .

them, may lawfully do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by

the following persons on behalf of the registrant and in the capacities on the dates indicated.

SIGNATURE ~ TITLE . DATE
/s/ RICHARD A. PACKER - ’ Chairman, Chief Executive Officer December 15, 2006
Richard A. Packer and President (Principal Executive
Officer)
/s/ A, ERNEST WHITON Chief Financial Officer (Principal December 15, 2006
A. Ernest Whiton Financial and Accounting Officer)
/s/ " THomas M. CLAFLIN, 11 Director ’ December 15, 2006

Thomas M. Claflin, II

/s/_JAMES W. BIONDI, M.D. Director ~ December 15, 2006
James W. Biondi, M.D. ’

/s/ DANIEL M, MULVENA Director - December 13, 2006
Daniel M. Mulvena

/s/ BENSON F. SMITH Director December 15, 2006
Benson F: Smith

fs/ ROBERTJ. HALLIDAY : Director December 15, 2006
prert J. Halliday :
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